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Board of Governors of the Federal Reserve Svstem
Department of the Treasury
Commodity Futures Trading Commission
Securities and Exchange Commission

December 26, 2001

The Honorable J. Dennis Hastert
Speaker of the House

United States Houwse of Representatives
Washington, D.C. 20515

[Drear Mr. Speaker:

We are pleased to transmit our report on retail swaps as required by the Commodity
Futures Modermzation Act of 2000 (CFRA").

The CFMA dirccied the Board of Governors of the Federal Reserve Svstem, the
Secretary of the Treasury, the Commeodity Futures Trading Commission, and the Secunties and
Exchange Commission (the “agencies™) to study issves regarding the offering of swap
agreements 1o retail customers, principally small businesses and individuals.

Specifically, the study was to address the potential uses of swap agreemenis by retail
customers; whether financial institutions are willing to offer such swap agreements; the
appropriate regulatory structure, if any, to address customer protection issues with respect (o the
offering of such swap agreements; and other matters the agencies deemed necessary or

appropriate to address. The agencies interviewed several polential market participanis whose
views are described in the report.

The CFMA zlso directed the agencics to submil a report to Congress on the findings and
conclusions of the study, along with any recommendations for legislative action.

As indicated in the report, the agencies do not recommend legislative action at this time
for swap agreements offered to retail customers.

Staff of the Federal Deposit Insurance Corporation, the Federal Reserve Bank of New
York, and the Office of the Comptroller of the Currency worked with the agencies during the

study and participated in the preparation of the enclosed report.
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We appreciate the opportunity to convey this report to you,

Sincerely,

"-\.\‘
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. III' ,f'f ’ -
o M — Wk e~
15 '} Paul H. O"Neill

Chairman . Secretary
Board of Govermnors of the Federal Reserve Department of the Treasury

%""’5%—

es E. Mewsome .arw:}' L.

Chairman Chairman
Commodity Futures Trading Commisgion Securities and Exchange Commission

N
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Board of Governors of the Federal Reserve System
Department of the Treasury
Commodity Futures Trading Commission
Securities and Exchange Commission

December 26, 2001

The Honorable Richard B. Cheney
President of the Senate

United States Senate

Washington, D.C. 20510

Diear Mr. President:

We are pleased to transmit our report on retail swaps as required by the Commodity
Futures Modemization Act of 2000 (“CFMA"™).

The CEMA direcied the Board of Governors of the Federal Reserve System, the
Secretary of the Treasury, the Commodity Futures Trading Commission, and the Securities and
Exchange Commission (the “agencies™) to study issues regarding the offering of swap
agreemenls 1o retail customers, principally small businesses and individuals.

Specifically, the study was to address the potential uses of swap agreements by retail
customers; whether financial institutions are willing to offer such swap agreements; the
appropriate regulatory structure, if any, to address customer protection issues with respect fo the
offering of such swap agreements; and other matters the agencies deemed necessary or
appropriate to address. The agencics interviewed several potential market participants whose
views are described in the report.

The CFMA also directed the agencies to submit a report to Congress on the findings and
conclusions of the study, along with any recommendations for legislative action.

As indicated in the report, the agencies do not recommend legislative action at this time
for swap agreements offered 1o retail customers.

Staff of the Federal Deposit Insurance Corporation, the Federal Reserve Bank of Mew
York, and the Office of the Comptroller of the Currency worked with the agencies during the
study and participated in the preparation of the enclosed report.
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page 2

We appreciate the opportunity 1o convey this report to you,

Sincerely,
- __r .-"'"_H_\"‘h\l
... '-II
] —Hllllr J-: P M\&wf
Al Gréenspan. " J' Paul H. O"Meill
Chairman Secretary
Board of Governors of the Federal Reserve Drepartment of the Treasury

es E. Mewsome arvey L.
Chairman Chairman
Commaodity Futures Trading Commission Securities and Exchange Commission
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JOINT REPORT ON RETAIL SWAFS

As Required by Section 105(c) of the
Commodiry Futures Modernization Act of 2000

L INTRODUCTION

The Commodity Futures Modernization Act of 2000 (“CFMA™) requires the Board of
Governors of the Federal Reserve System (“Board™), the Secretary of the Treasury (“Treasury™),
the Commeodity Futures Trading Commission {"CFTC"™), and the Securities and Exchange
Commission (“SEC™) to conduct a study of issues involving the offering of swap agresments o
persons other than cligible contract participants.’! This Report responds to the CFMA's
requirement that the agencies submit to Congress by December 21, 2001, the findings and
conclusions of the study and their recommendations on whether any legislative action is
necessary and appropriate.

A primary purpose of the CFMA was to create a clear legal foundation and regulatory
framework for many types of aver-the-counter {(“OTC™) derivatives transactions entered on a
principal-to-principal basis between “eligible contract pa:tlurpanls (“ECPs"") as defined in
Section 1a{12) of the Commodity Exchange Act l[ ‘CEA™.® Parties that do not qualify as ECPs
include individuals who do not have total assets in excess of $10 million (or $5 million if they
enter swap agreements for risk management) and non-financial entities that do not have total
assets in excess of 510 million (or net worth in excess of 31 million if they enter swap
agreements in the ordinary conduct of business or for risk management). For purposes of this
study, non-ECPs are “retail customers,” and swaps offered to them are “retail swaps.™

Since its enactment, the CFMA has excluded OTC swap agreements and other specified
derivatives transactions between domestic and foreign financial institutions, broker/dealers,
insurance companies, commodities firms, and other ECPs from most of the CEA. The CFMA's
limitation of this exclusion to ECPs was consistent with the recommendation of the President’s
Working Group on Financial Markets that OTC swap agreements between institutional
counterparties generally should not be subject to the CEA.”

The CFMA did not address the legal or regulatory status of swap agreements with retail
customers, with the exception of clarifications to a provision of the CEA known as the Treasury
Amendment, which excluded certain transactions in foreign currency, government securities, and

! Commodity Futures Modernization Act of 2000, Pub. L. No. 106-554 - Appendix E, §105(c), 114 Stat.
2763A-365 (2000),

* TUSC Ela(12).

7 President’'s Working Group on Fmancial Markets, Repor! on Over-the-Counter Derivatives Markets
and the Commuodity Exchange Act (Movember 1999,
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other specified financial instruments from the CEAY Specifically, the CFMA explicitly excluded
OTC foreign currency futures and options transactions offered to retail customers by certain
federally and state-regulated entities from most provisions of the CEA.®

This Report does not cover retail swap agreements in foreign currency because Congress
has addressed these transactions in the CFMA s revisions to the Treasury Amendment.
However, in the CFMA, Congress did not address CEA issues involving retail swap agreements
on underlying assets or instruments not covered in the clarifications to the Treasury
Amendment.” Instead, Section 105(c) of the CFMA posed the following topics for the agencies
to investigate in the study:

1. The potential uses of swap agreements by persons other than eligible contract
participants.

2. The extent to which financial institusions are willing to offer swap agreements to
persons other than eligible contract participants.

3. The appropriate regulatory structure to address customer protection issues that may
arise in connection with the offer of swap agreements to persons other than eligible
contract participants.

4. Such other relevant matters deemed necessary or appropriate to address,

Y7 U.5.C. §2(c). Prior to the CFMA, there was disagreement concerning the scope of a provision of the
CEA known as the “Treasury Amendment,” which provided an exclusion from the CEA for toreign
currency transactions. The CFMA provided clarity to this issue. With respect to governmenl security
transactions, futures on government securities which trade on an organized exchange are subject to the
jurisdiction of the CFTC. 7 U.S.C. §2(c)2)(A). Other transactions in government sccunties, regardless of
the nature of the counterparties, are excluded from most provisions of the CEA. 7 ULS.C. §2{c)1).

* OTC futures and options transactions in foreign currency offered to or entered mio with retail customers
are excluded from most provisions of the CEA if the counterparty is & regulated bank, a registered broker-
dealer or futures commission merchant (“FCM™) or affiliate thereof, or one of 2 number of other federally
ar state-regulated entitics. 7 U.S.C. §2(c)2NB). However, such transactions remain subject to certam
provisions of the CEA, including antifraud, if entered into by an FCM or affiliate of an FCM that ts not
also ome of the other cnumerated entities. 7 ULS.C. §2(e)(2HC).

OTC foreign currency futures and options transactions offered to or entered into with retail customers by
all other entities are subject 1o the CEA and the CFTC's junisdiction, as provided in the amended CEA, as
are foreign currency futures and options wansactions executed or traded on an organized exchange (other

than foreign currency options executed or traded on a national securities exchange, which are subject to
SEC jurisdiction),

¥ Analysis of whether any particular types of retail swaps are subject to the CEA or any other federal laws
falls putside the scope of the study reguired by Congress and this Report,
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To investigate these topics, the agencies interviewed representatives of derivatives dealers
(inecluding commercial and invesiment banks and a non-financial firm), a derivatives trading
system, and a trade association on August 1 and 2, 2001, in New York. Institutions were selected
based on the nature and scope of their derivatives activities and their interest in expressing views

on the questions posed. Appendices | and 2 of this Report contain a list of interviewed
institutions and a copy of interview questions.

Part Tl of this Report consists of & summary of what the agencies leamed from these
interviews. Part II1 sets forth the agencies’ conclusions and recommendations. Appendix 3 has
been prepared by Treasury Department staff in order to address tax issues associated with retail
swap agreements. Staff of the Federal Deposit Insurance Corporation, the Federal Reserve Bank
of New York, and the Office of the Comptroller of the Currency worked with the agencies during
the study and participated in the preparation of this Report.

II. SUMMARY OF INTERVIEWS

In general, the interviewees stated that they are satisfied with Congress’s clanfication of
the applicability of the CEA to denivatives activity in the CFMA. Thercfore, most intervieweces
are not currently advocating legislative action or a regulatory framewoerk with respect to retail
swaps, since they have no current interest in entering into this business. They indicated that there
does not appear to be either any demand for retail swaps al present or any financial incentive for
firms to offer retail swaps, in light of the array of altemative products currently available.

Two of the interviewees expressed an interest in retail swaps. One firm expressed an
intereat in providing energy derivatives as a hedging vehicle for small businesses and individuals
that do not meet the requirements to be ECPs and indicated a belief that there is demand fior such

a product. Another firm indicated a philosophical belief that current law is too restrictive and
that swaps should be available to non-ECPs.

A. Potential Uses of Retail Swaps

Among the potential uses for swap agreements by non-ECPs that the inlerviewees
identified in the course of the study are the following.

1. Equities
The interviewees generally observed that equity derivatives may be used for two

purposes: to hedge an existing position in an individual equity security or to create synthetic
exposure to one or mare individual securities or security indices,

Hedging. OTC equity derivatives are frequently used to hedge exposure (o adverse price
movements in a security, typically when the counterparty has a concentrated position in the
security that it does not wish 1o Kquidate, perhaps due to tax consequences, or when the
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counterparty is unable to liguidate a position in a security due to transfer restrictions under
federal securities laws. Although such counterparties typically meet the statutory critenia for
ECPs, one interviewee suggested that the growing number of “'dot-com™ millionaires in the late
1990s could potentially have generated interest in the development of equity derivatives products
for holders of restricted securities that own net assets of between £1 million and 35 million.

Several of the interviewees noted, however, that firms generally do not recommend the
use of swap agreements to hedge positions in individual equity securities because of tax
considerations.” Under the Internal Revenue Code, they said, entering into a swap agreement to
hedge an appreciated financial position, such as equity that has nsen in value since being
acquired, may be deemed a constructive sale, If substantially all the economic nsk of the
underlying financial position is eliminated, the holder is required to recognize any gams for tax
purposes. Conseguently, the commercial and investment banks interviewed indicated that they
typically advise persons seeking to hedge partially or reduce exposure fo an equity position 1o
enter into OTC oplions contraets, based on their view that the use of such contracts may not
always trigger a taxable event. They also indicated that this strategy does not raise CEA issues,
since options on securitics arc considered “securities” under the federal securities laws and are
not subject to the CEA.

Synthetic Exposure. The interviewees also noted that OTC equity derivatives could be
used 1o gain exposure 1o a security in lieu of purchasing or selling the security directly, It might
be advantageous to use an equity derivative for this purpose, in their view, if greater leverage
could be chtained (as compared to a iraditional margin account), or if the cost of executing,
clearing or settling trades in the underlying security or securities were comparatively expensive,
ag in the case of the component stocks of a security index or securities in certain non-LL5.
markels.

Several interviewees questioned, however, whether retail investors would be able to use
retai] swaps for these purposes. Some interviewees expressed the view that swap dealers were
unlikely to permit retail investors to obtain significanily greater leverage using a swap agreement
than by purchasing or selling the underlying security or a standardized derivative instrument ih a
traditional margin account, largely because of credit concerns. For example, some of the
commercial and investrment banks interviewed indicated that they typically require their
customers o collateralize the derivative contract with the securities they are seeking to hedge.

Some interviewees opined that, in light of the relative cost of negotiating and entering
into swap agreements,” individually-tailored swap agreements might not be cost effective for all

T The discussion of tax issues in this section of the Report reflects the comments of mierviewees, and no
inference should be drawn concerning whether the Treasury Department agrees or disagrees with the
opinions or analyses of 1ax issues expressed by the interviewees, A discussion writien by Treasury
Departrnent staff of tax issues of relevance 10 retail swaps can be found in Appendix 3.

¥ See discussion in Part ILB below,
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but the highest net worth individuals and institutional investors as a means of establishing a
synthetic exposure. The commercial and investment banks interviewed also generally noted that
retail investors currently have access to a wide variety of securities and derivatives products to
gain exposure 10 equity securitics, including equity-linked notes, warrants, exchange-traded
funds, mutual funds, exchange-traded options and, likely in 2002, exchange-traded securnity
futures,

2. Imterest Rate Products

Several interviewees noted that there was very little demand for interest-rate swap
agreements at present except among institutions and high net worth individuals that already
qualify as ECPs. For example, one firm remarked that, to the best of its representatives’
recollections, it had never entered into fixed income swaps with an entity that owned or had
under management less than 5100 million in assels.

Some interviewecs said that non-ECPs could potentially use interest-rate swap
agreemenis to obtain the benefit of more favorsble interest rates on houschold or small business
expenses, such as mortgage or consumer debt, separately from the underlying loan. These
interviewees added, however, that at the present time, it is convenient for non-ECPs to refinance
a mortgage or transfer consumer debt, and the ability to enter into an “unbundled” swap
agreement would not appear to offer retail customers a cost-effective or convenient alternative.

3. Energy

Several interviewess stated that non-ECPs may have an interest in swap agreements on
energy products, such as electricity, natural gas, and heating oil, as a tool to assist small
businesses and households in controlling energy costs. One firm further indicated an interest in
offering such contracts as a third party - i.e., to provide risk management transactions for such
commoditics without also supplying the underlying commeodity.

This firm noted that, as a result of the dercgulation of the energy markets in certain states,
households and businesses have entered inte forward contracts for full or partial energy
requirements with competing energy providers at fixed or capped prices. It was further noted
that, in localities where physical delivery of energy products may be restricted because of
regulatory or operational constraints, cash-setiled swap agreements have in some casecs been
available for ECPs in arder 1o provide them a means to hedge their exposure to price
fluctuations. Accordingly, small businesses and, to some extent, households that are not ECPs
may similarly desire to enter into swap agreements in order to control their energy costs when
forward delivery contracts are not available, in this firm’s view, current uncertainty about the
status of such contracts under the CEA has hindered their development.

Some interviewses, however, opined that the current tax treatment of gains and losses on
swap agreements entered into by individuals (and cutside the context of conducting a trade o
business) to hedge energy cosis may make such agreements less attractive. They indicated that
while gains on energy swap agreements would be fully taxable, losses on these swaps either
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would not be deductible or would qualify as a miscellanecus deduction, which are only
deductible to the extent total miscellaneous deductions excesd two percent of adjusted gross
H ¥

income.

In summary, all but two of the interviewees reported that there does not appear 1o be
significant demand for retail swaps at present, with one firm specifically stating that there was
retail interest in swap agreements with respect to energy products. The interviewees generally
noted that retail customers currently have access to a wide range of derivative instruments and
other aliematives to swap agreements Lo meet their financial needs, for example, for purposes of
hedging or gaining exposure to particular securities or interest rates. To the extent that non-ECPs
might seek to use swap agreements 1o protect against adverse price movements with respect to
household or business expenses (e.g., inlerest rates, energy prices), several interviewees
suggesied that in most circumstances it would be cheaper and more convenient for non-ECPs to
purchase such protection together with the underiying loan or commeodity, rather than in 2
separate transaction.

B. Extent to Which Institutions Are Willing to Offer Swap Agreements to
Persons (riher than ECPs

According to most of the interviewees, derivatives market participants are not gencrally
planning to offer swap agreements to retail customers at present, apart from the interest there
may be in offering retail swaps with respect to energy products. In general, the interviewees
noted that firms currently have no commercial interest in offering swaps Lo retail customers
because there is no demonstrable demand for them. Lack of demand is apparently sufficient to
preclude any desire on the part of these institutions to explore issuance of these instruments, thus
obviating the need to analyze legal issues.

In responding to any customer demand for such products that might arise in the future,
some interviewees identificd specific considerations derivatives firms would need to address
generally in developing and marketing swap products to non-ECPs. In particular, to the extent
that non-ECPs were to prefer retail swaps over existing alternatives because of specific perceived
advantages - such as greater flexibility — firms would have to consider the costs associated with
providing those features in 2 retail context. These include, for example, administrative issues
associated with negotiating retail swaps, the potential credit nisks of offering retail swaps 1o non-
ECPs, and the need 1o implement sales practices for the offenng of swap agreements 1o non-
ECPs.

Administrative Issues. Four interviewees specifically indicated that administrative and
technological issues related to the entering into and preparing the documentation of retail swaps
would have to be considered in developing a profitable business model for such products. For
example, to make offering of retail swaps feasible from an administrative and technological

* This issee is discussed in Appendix 3,
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perspective, swap dealers may need to standardize retail swaps significantly. Standardization
could facilitate the swap dealer’s management of exposure and enable it to take advantage of
economies of scale in marketing and distribution. On the other hand, one firm suggested that the
principal advantage of swap agreements over existing standardized or exchange-traded
instruments is their flexibility, in that they could be structured 10 meet specific customer
objectives. Accordingly, it appears that one challenge for firms in determining the feasibility of
offering retail swaps is the potential tension between the desire to mitigate infrastructure costs by
standardizing terms of retail swaps and the need to offer products that would meet the financial
ohjectives of specific retail customers.

Creditworthiness. Three interviewess specifically noted that swap dealers would have te
consider the ability to monitor the creditworthiness of non-ECPs in developing a viable retail
swap product for retail customers, particularly in light of the expected size and profitability of
retail transactions. Several of the commercial and investrment banks interviewed indicated that,
in the context of their existing swap business with ECPs, they employ extensive nisk
menagement practices to control their credit exposure to counterparties. These practices usually
include, among other things, extensive analysis and monitoring of the counterparty’s financial
status by a eredit committee or similar body, in light of particular transactions being
contemplated.

Sales Practices and Appropriateness. Two of the firms interviewed specifically noted
that derivatives firms would need 1o develop adequate sales practice procedures o assess the
appropriateness of swaps for retail customers to protect themselves against the risk of private
litigation or, where applicable, regulatory enforcement proceedings. Many of the commercial
and investment banks interviewed indicated that they currently have highly detailed procedures
for ensuring the appropriateness of equity options offered to certain ECF clients, such as private
banking clients. In evaluating the appropriateness of individual transactions for their existing
ECP clients, the commercial and investment banks interviewed indicated that they often produce
multiple drafis of term sheets, engage in frequent discussions with the client, and consult with
verious depariments within the firm to ensure thorough analysis.

Omne firm expressed the view that it would be very difficult, in light of the extensive
procedures it currently employs in transactions with ECPs to justify recommending a swap
(ransaction to a retail customer.

Lepal Uncertaingy. Two interviewees remarked that legal uncertainty was an impediment
for the development of retail swaps with respect to energy products. Given the lack of interest in
offering other tvpes of retail swaps, however, it does not appear that most institutions have felt
the need to analyze comprehensively CEA issues as they might apply to retail swaps.

In this connection, most interviewees strongly advised against taking legislative action
regarding the application of the CEA to retail swaps. As discussed in greater detail in Part 11.C
below, these interviewees believe that legislative action with respect to retail swap lransactions,
in the absence of evidence of demonsirable retail demand or institutional interest in offering most
of these instrumenits, does not appear justified.
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., Appropriate Regulatory Structure to Address Customer Protection lssues

that May Arise in Connection with the (Miering of Swap Agreements to
Persons Other than ECPs

The interviewees generally believed that it is premature 1o consider the appropriate
regulatory structure to address customer protection issuss that may anse in connection with the
offering of retail swaps in the absence of demonstrable demand for a retail swaps product. There
was a general reluctance among most of the interviewees to address CEA 1ssues lemslatively go
soon after the enactment of the CFMA, which served 10 resolve many of the legal 1ssues about
which swap markel participants had been concerned.

One interviewee noted that creating a regulatory regime for a product that does not as yet
exist could have the effect of channeling business into artificial regulatory structures that are
unnecessary and do not address the needs of the market place. Another interviewee cautioned
that unnecessary legislative or regulatory activity to create such a product might stimulate

artificial interest in a produet that could, in tum, give rise 1o abusive marketing or sales practices
by unregulated entities.

As noted above, one interviewee indicated that there is interest in offering retail swaps
with respect to energy products, for example, to small businesses that do not meet the ECP
criteria of the CFMA. With respect to the appropriate manner to address CEA 1ssues for such
products, the interviewee did not advocate a legislative solution, nor did it propose the
development of a new regulatory regime for these products. Two other interviewees observed
that firms interested in offering retail swaps would generally prefer to seek regulatory relief for
such products on an case-by-case basis instead of reopening the CFMA for debate in light of the
considerations discussed above.

Some firms suggested that there was no need for a specialized regulatory sirecture o
address public policy issues, Likewise, several interviewees cxpressed concem that a specialized
regulatory framework for retail swaps might affect traditional products -- such as contracts that
offer price or interest-rate protection in connection with an agreement to provide the underlying
commodity or loan -- that are offered subject to existing federal and state regulation, One firm
identified the following issues for consideration by policymakers in determining the need for
regulation and the appropriate regulatory structure for retail swap products:

» whether there exists, or is any need for, a special federal or state regulatory
framework for the underlying instrument, and the extent to which unregulated
gwaps activity might affect regulated markets for the underlying instrument
{e.g., price discovery mechanisms in securities markets);

o whether federal law would preempt the application of state laws to retail swap
products;

* whether the party offering a retail swap product is a regulated entity subject to
adequate regulation; and
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&= how regulatory action might result in offshore migration of derivatives
activity, and how offshore activity might affect a domestic retail swaps
market.

M. CONCLUSIONS AND RECOMMENDATIONS FOR LEGISLATIVE ACTION

The agencies do not believe it is necessary at this time to recommend legislative action
for swap agreements offered to persons other than ECPs.

According to the interviewess, persons who are not ECPs seem at this time to have
sufficient instruments at their disposal to meet their risk management and investment needs, and
there is currently a lack of interest among most major market participants in offening swaps (o
retail customers. As noted in this report, energy swaps are 2 possible exception to both findings.

With respect to retail energy swaps, it is possible, upon request by a market participant,
that the CFTC could exercise administrative authority as appropriate, on a case-by-case basis,
within the limitations of its current statutory jurisdiction under the CEA regarding such requests.
In this connection, the CFTC would need to consider, among other issues, the extent of s
authority to grant relief, whether the granting of such relief would be in the public interest, and
any implication such reliel might have on potential state regulation of such products.

If at some future date interest in retail energy swaps increases beyond the scope of the
CFTC's authority to address regulatory isswes related to these products in a satisfactory manner,
Congress may wish at that time to consider the desirability of further legislative action with
respect o the legal status of and federal regulation, if any, of retail energy swaps, as they did in
the CFMA with respect to OTC transactions in foreign currency with retail customers. If further
legislation is considered in the future, in addition to the specific regulatory issues identified by
the intervicwees, consideration should be given at that time to the economic functions served by

redail energy swaps, the public interests to be protected, and the impact of any new regulatory
regime on the development of retail products.
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Appendix 1
List of Interviewses

Commercial Banks:

Bank of America

TP Morpan Chase & Co.

Investn ks
C3oldman Sachs Inc.
Lehman Brothers Inc.

Morgan Stanley Dean Witter

Lthers:
Blackbird Holdings, Inc,
Enron Encrgy Services, Inc.

[nternational Swaps and Derivatives Association

01871

01200000000527



B

Appendix 2
List of Interview Questions

What do you see as the potential uses of retail swaps?
Are you willing to offer retail swaps (or currently doing g0)? 1f not, why not?

What types of underlying assets?

What type of contracts”

In what notional amounts?

What types of retail customers? Individuals? Small businesses? Other?

What are the risks involved in offering these products? How would you (do you)
manage those risks?

& & & & ®

What is the appropriate regulatory structure to address customer protection issues that
may arise in connection with the offering of retail swaps?

1s there a need for regulation to protect customers?

» Should the regulatory structure differ depending on whether the entity
offering/booking the swaps is otherwise regulated?

»  Should the regulatory structure differ depending on whether the market for the
underlying asset is subject to regulation”

What other matters { for example, tax and other regulatory issues) are necessary of
appropriate for a study of retail swaps to address?
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Appendix 3
The Taxation of Over-the-Counter Derivatives
in the Hands of Retail Customers'

The following discussion considers the tax issues that may anse if over-the-counter
derivatives are made available to persons other than eligible contract parucipants. Throughout
the discussion, the distinction between hedging activities undertaken by retail customers pursuing
a trade or business and those undertaken in other contexts is a critical determinant of the
applicable tax treatment.

Investment Versus Hedging Activities

Retail customers may enter over-the-counter (“OTC”) derivatives contracts for purposes
of either investment or hedging.’ Where the motivation is the opportunity for gain, the
transaction may be characterized as investment, and there are essentially no tax issues peculiar o
OTC derivatives. Current law addresses the taxation of invesiment contracts of all kinds in the
hands of natural persons, corporations, and pass-through entitics such as partnerships. Although
a realization-based system favors cerain investment products aver others, there is no reason 1o
believe that the current system poses any differcntial obstacles to retail customers entering OTC
derivatives contracts for purposes of investment.”

Tax Hedges

Current law recognizes the economic importance of business hedges by offering a regime
under which taxpayers may reasonzbly match the timing of gain or loss from an existing
exposure with the timing of loss or gain from the hedge. This ahility to match timing for tax
purposes is critical as, in the absence of special hedging mles, there will often be a rrigmatch
between the timing of the tax consequences of the hedge and the timing of the tax conséguences

! This appendix was prepared by Treasury Department staff and does not reflect the views of the Board of
Governors of the Federal Reserve System, the Commedity Fatures Trading Commission, or the Securibes
and Exchange Commission,

! as used in this appendix, the term “retail customers" refers to individuals and business that are not
eligible contract participants as defined in the Commodity Exchange Act, “invesiment” meludes
speculation, and “hedging™ 15 used in its colloquial sense, regardless of whether there is a hedging
transaction for tax purposes.

' A realization-based system imposes tax on the gains from most investment contracts at the ume of 2
“realization” event, typically a sale. For example, tax is agsessed on the gains from a stock investment only
after the shares have been sold, In contrast, a mark-lo-market system imposes tax al regular intervals even
i o realization event has occurred. Such systems involve measuring the fair market value of 4 position at
the close of the tax period and calculating tax based on any gaim or loss during that period. Omly certain
instruments and specific classes of taxpayers must mark 1o market under current law. In addition, if a
taxpayer eliminates subsiantially all of the opportunity for gain and risk of loss from an appreciated
financial position, tax on the apprecialion may be mggered as if the position had been zold.
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from the existing exposure. For example, an airline hedging the cost of jet fuel mav do so with a
mix of instruments that produces tax congsequences for the airline that are taken into account at
timies that are different from the times when the airline takes its fuel expenses into account for
tax purposcs. Under the special hedging provisions, a taxpayer may reasonably match the timing
of the tax results of the hedge to the timing of the deduction for the fuel expenses.

By also matching the tax character of gains or losses from business hedges with the tax
character of the existing exposure, the tax system ensures that both are taxed not only at the same
time but also at the same rate. Indeed, in the absence of a provision preventing hedges from

producing capital gains and losses, some hedging losses would become temporarily or even
permanently nondeductible.

To qualify for this treatment, however, a number of conditions must be satisfied: First,
the existing exposure that is hedged must be in the context of a trade or business. Hedges

reducing exposure related to personal consumption, including those for household energy usage,
are therefore not accorded this treatment.

In addition, only certain types of exposures fall under these provisions. For the hedge to
receive the special tax treatment, the existing exposure must be an ordinary item. For example, it
may depend on the price of ordinary property, that is, property that does not produce capital gain
or loss for tax purposes. Business inventory is perhaps the most obvious example of ordinary
property. Capilal assets, including stocks and other personal property, fall outside of this
category. A tax hedge may also be used to protect against adverse movements in the cost of
borrowing or the price underlying other ordinary business expenses. Excluded, however, from
the category of permitted exposures are cash flows, whether dividends or business profits.

There is no reason, in principle, why retail customers could not rely on the tax hedge
provisions Lo facililale business hedging activities that employ OTC derivatives. The
requirement that a tax hedge must be in the context of a trade or business, however, excludes
significant classes of potential retail customers. For these customers, even if the hedged
exposure results in taxable income or deduction, the inapplicability of the tax hedge regime
makes possible a mismaich between the timing of the tax consequences of the hedge and the
timing of the tax consequences of the hedged exposure.

Non-Deductibility of Pavments Pursuant to OTC Derivatives

Hedging outside the context of a trade or business raises another fundamental difficulty.
Under current law, non-business retail customers would find that gains with respect to the
hedging insirument are generally taxable at the rates applicable to ordinary income,” but losses
are, at best, only partly deductible. For example, the hedging losses may be subject to the
limitations on the deductibility of capital losses or to the total ban on deductions for expenditures
for personal consumption, This asymmetric treatment might discourage retail customers from
using OTC denivatives to manage risk outside the context of a trade or business,

* Many hedges would produce short-term capital gains and Josses.,
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Under Federal tax law, most OTC derivatives contracts entered by retail customers are
“notional principal contracts™ (“NPCs"), which are defined as a “financial instrument that
provides for the payment of amounts by one party to another at specified intervals calculated by
reference to a specified index upon a notional pl'inc'fa] amount in exchange for specified
consideration or & promise to pay similar amounts.™ This definition includes many common

OTC derivatives designed to hedge exposure lo energy prices. Under these derivatives, payments
are caleulated based on an index derived from energy prices.

Among the cash flows pursuant to NPCs are periodic payvments. These payments could,
under a tvpical NPC, flow either from the retail customer to the dealer or from the dealer to the
retail customer. Again considering the example of a contract to hedge exposure to energy prices,
payments might flow to the retail customer after any month in which aciual prices rose above a
threshold level specified in the contract. Should prices instead fall below a threshold level, the
retail customer would have to make the monthly payment. For those entering such OTC
derivatives contricts in the course of a trade or business, payments received would be included in

income, and subject to tax at the ordinary rate. Payments made pursuant to the contract would be
deductible as a normal business expense,

For those wishing 1o hedge outside of the context of a trade or business, however, the
symmeiry would break down.” Payments received from the dealer would be included in income
and taxed at ordinary rates. On the other hand, payments made to the dealer might not be
deductible.” The prospect of taxation of payments from the dealer, with no potential offset in the
form of deductible payments to the dealer, would reduce the attractiveness of retail OTC

denvatives products.

Adso of concermn from a tax policy perspective 15 the fact that the asymmetry, which
effectively “whipsaws™ taxpayers, is effectively eliminated if the hedge is imbedded into an
energy sales contracl. Once again considering the case of the household energy contract, the
asymmetry disappears if an energy supplier contracts with a customer to provide electricity at a
fixed rate during a specific period of time. Economically, this arrangement is not different from
spot purchases combined with a hedge because the gains and losses on the imbedded hedge are
reflected in the fixed price paid for the electricity. When the spot price is low and the fixed price
exceads the spot price, there 15 in effect a loss on this imbedded hedge. When the spol price is
high, the situation is reversed and the imbedded hedge economically produces a gain. In this

 Treas. Reg. § 1.446-3(c) 11,

* In addition, hedging outside a trade or business context does not constitute a tax hedge; thus the retail
custarner is unable 1o reasonably match for tax purpoeses the ummg of gun and loss from the existmg
exposurc with gam and loss from the hedging instrument.

7 Ewven if such payments were deductible, individual income taxpayers are subject to a 2 percent floor on
miscellanesus deductions. Unless the amount of such payments, coupled with other miscellanonus
deductions such as unreimbursed employes expenses, exceeds 2 percent of adjusied gross income, no
deduction 15 permitted.
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case, neither the gain nor the loss on the imbedded hedge is a tax event; so the treatment (or non-
treatment) is entirely symmetric. One of the basic principles of good tax policy is neutrality, in
the sense that tax concerns should not provide incentives to make a particular choice among
economically equivaleni transactions. In this case, however, there is a clear tax incentive 1o
purchase both electricity and imbedded risk management from a single supplier, rather than
purchasing electricity from one source and risk management from another.

01876

01200000000532



Campaign Gifts, Lobbying Built Enron's Power In
Washington

By Dran Morgan and Juliet Eilperin
Washingron Post Staff Writers
Tuesday, December 25, 2001; Page Al

Durng the sdministration of the first President George Bush, a new party fundraiser named
Kenneth 1. Lay was invited to spend the mght 2t the White House, The sleepover was an early
coup for the chairman of Enren Corp. and a harbinger of things o come.,

Ower the following decade, Lay and Enron poured muillions of dollars inio TLS. politics,
cultivating unequaled access and using the entree to lobby Congress, the White House and
regulatory agencies for action that was critical to the energy company’s spectacular growth.

Mow, with Enron's sudden bankruptey, public amention has wrned not only to the financial
practices that brought the company down, but to what its far-flung political operations say about
the country's campaign finance system.

Some Democrats in Congress are spoiling for an opportunity to use Lay and Enron o embarrass
the Republican Party, which received most of the company's largess over the vears. They want to
look into such things as Enron's relationship with Phil Gramm (R-Tex.). ranking minority
member on the Senate Banking Committes and chairman of the committes at a time when his
wife, Wendy L. Gramm, was serving on Enron's board. Last vear, Gramm's committee approved
legislation that included a key provision exempting parts of Enron's massive energy trading
operation from federal oversight.

"I think the Enron storv is going to tum out to be an enormous political story,” said Rep. Henry
A, Waxman (D-Calif.), ranking minority member on the House Energy and Commerce
Committee,

The ties of Lay to the White House and GOP leaders, he added, were so multilayered that
Republicans are likely to be reluctant to pursue them. But he made clear that he intends 1o do so
and expects the Democratic-controlled Senate to follow suit.

Enron also cultivated relationships with Democrats, however. Lay plaved goll in Vail, Coele.,
with President Bill Clinton, and Enron gave hundreds of thousands of dollars to Democratic
campaign committees and Democrats in the House and Senate, including Sen. Charles E.
Schumer {N.Y.) and Rep. Martin Frost { Tex.), the ranking minority member on the House Rules
Committes,

A Routine Cost for Some

Advocates of campaipn finance reform say the Enron case vividly illustrates the ties between
politics and big money, though it's unclear that the company's political operations were radically
different from others for whom political contributions have become a routine cost of doing
business.
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"There are aspects of [the Enron case] that remind us of the savings and loan scandal, in the
sense that a powerful institution used big money to buy influence and protect itself while
ordinary citizens ended up losing their life savings,” said Fred Wertheimer, president of
Democracy 21, a Washington interest group, referring to a banking controversy in the 1980s,
Enron's ties to Republicans and the present Bush administration were especially close. Lay raised
large sums for George W. Bush's campaign.

Enron, Lay and its employees have contributed $572,350 1o him over his career, far more than
any other company, according to the Center for Public Integrity in Washington.

Several top administration officials have been Enron advisers or stockholders, Enron, Lay and
other senior executives contributed $1.7 million in soft-money donations to politicians in the
2000 election cvele, two-thirds of it 1o Republicans, according to the Cenler for Responsive
Politics

Republicans clearly are sensitive to the potential political dangers. The National Republican
Senatorial Committes recently returned a $100.000 check collected from Enron in November,
afier deciding that "it was appropriate to give il back)" spokesman Dan Allen said, The
Republican Governors Association last week returmed an Enron donation of $60,000.

What was unique about Enron, competitors and allies agree, was a brash and sometimes
counterproductive pelitical style.

Stories of Enron's hardball style are legion. In October 1999, for example, Jeffrey K. Skilling,
then Enron's president, expressed his displeasure at Rep. Joe Barton's position on a deregulation
bill pending in the energy subcommittes Barton chairs.

The meeting grew "heated and awful,” said one person who was present, until Barton (R-Tex.), a
vznally mild-mannered man who keeps a Bible on his desk, exploded. "Jeffrev Skilling. 1 may
not have your millions of dollars, but | am not an idiot,” one witness recalled Barton saying. The
meeting ended without Enron getting the changes it wanted. "Skilling did not get Washington,"
the source added.

"In their lobbying, they acted like the 800-pound gorilla they were,” said Christopher Homer, a
Washington lawyer who briefly directed Enron's government relations in 1997, Lay and Skilling
declined interview requests, but Enron officials say they have no regrets about their use of
money, "It got us name recopnition,” company spokesman Mark Palmer said. "Given the
aggregation of our foes, we had to make sure that people knew what our argument was.”

Jump-Starting Deregulation

Almost from its start in 1985 as a gas pipeline company, Enron needed help in Washington, and
it got it in a series of actions by Congress and the Federal Energy Regulatory Commission
(FERC) that undermined the traditional monopely of utility companies over power plants and
Iransmission lines.

Enron lobbied for several of the initial actions that set the stage for the era of a deregulated
wholesale electricity market.
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It supported the 1992 Energy Policy Act, which opened the utility companies’ wires to clectricity
merchants such as Enron. It also worked with the Commodity Futures Trading Commission --
then chaired by Wendy Gramm - for a regulatory exemption for futures trading in energy
derivatives, which later hecame Enron's most lucrative business, Soon after Gramm stepped
down in 1993, she was appointed to Enron's board,

Independent sources knowledgeable about these dealings, however, said Enron was not the main
interested party, They said the lead was taken by several major oil companies, including British
Petrolenm Co. and Phillips Petroleum Co., which were concemmed about the effect of CFTC
regulation on their offshore trading in crude oil contracts. Wendy Gramm, an apostle of free
markets, needed litile convincing, the sources said.

That same vear, Lay served as chairman of the committee organizing the Republican National
Convention in Houston, Hedging its bets, Enron made a major contribution to a "street fair” in
honor of Sen. John Breaux (D-La), a key energy policymaker, at the Democratic convention.
Kev orders by FERC in 1996 also supported Enron's transformation into a freewheeling trader of
gas, electricity and more exotic products, such as telecommunications services and sulfur-
dioxide emissions crediis,

The new rules ensured that Enron and other merchant companies could buy electricity from
independent power plants and sell it to distant customers, using transmission lines borrowed
from utility companies,

Even Enron's harshest critics credit Lay with putting new issues -- such as electricity
deregulation — on the Washington agenda. Lay.a former Interior Department official with a PhD
in cconomics, became "the ambassador” for deregulation, one former employee said.

Throughout the 1990s, Enron’s agenda was opposed by coal-burning utilities, especially ones in
the Southeast, which viewed the emerging wholesale electricity market as a threat to their turf,
Many of these, such as Atlanta-based Southern Co., had impressive political funding and
connections of their own,

But with the explosive growth of Enron and the GOP takeover of Congress in 1995, the
company's soft-money donations -- unregulated and unlimited gifts to political parties and
organizations - jumped sharply. They went from about $136,000 in the 1993-94 election cycle,
to SAR7.000 in 1996 and $1.7 million in 2000, according to the Center for Responsive Politics.

Frustrated by Washington

For all its connections, sources say, Enron often found Washington frustratingly slowand
unreliable.

The company placed a substantial bet on federal support for limits on the greenhouse pases
causing global warming. Enron officials hoped to exploit a new market in industry for carbon-

emissions credits, similar to the one that developed for sulphur credits after clean-air legislation
was cnacted in 1990
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The exemption, tucked into broader legislation that established the lepality of unrepulated
derivatives trading by banks, was not supperted by a Clinton administration working group.
largely hecause of opposition from the CFTC. Since the departure of Wendy Gramm, some in
the agency had lobbied for tighter control over the exploding energy derivatives market. The
legislation passed through the Senate Banking Committee, then chaired by Phil Gramm, who has
received $97.350 from Enron employees and its political action committee since 1989, A Gramm
spokesman said the senator does not recall talking to his wife, an Enron director, abowt the
energy provision and plaved "no role” in negotiating it. Wendy Gramm did nadl return phone calls
seeking comment.

Fnron was a primary player, with Koch Industries Inc., a large, privately held oil and pgas
company based in Wichita, in pushing for the exemption, a source said. But the company's main
effort was focused on the House Agriculture Committee, where the legislation originated. s
chairman and ranking Democrat, Texas Reps. Larry Combest (R) and Charles W. Stenholm (D),
respectively, were among the top reciplents of Enron campaign donations in the House since
1984,

The CFTC objected strenuously to the initial draft marked up by the commitiee, but the Texas
congressmen helped work out a compromise between Enron and the agency. The compromise
was then offered by Rep. Jerry Moran (R-Kan.), the home-state congressman of Koch Industries
and a recipient of campaign donations from Enron and Koch in the last election eycle, Moran did
nol return a phone call seeking a comment.

Early this year, Lay seemed to be at the height of his political power, getting a private meeting
with Vice President Cheney to discuss the administeation’s energy policy proposals and weighing
in on key nominations o FERC.

Curtiz Hebert Jr., FERC's chairman al the time, has reported that Lay called him and implied that
Enron would urge the newly installed Bush administration to keep him in the job -- if he changed
his views 1o support Enron's position for faster electricity deregulation. Lay contended that
Hebert called him to ask for support.

Hebert was not reappointed. He was replaced by Texas lawyer Pat Wood 111, 2 strong advocate
of deregulation who had the backing of Lay and Enron.

Ironically, since Enron's fall, both FERC and Congress seem to be moving in the direction of the
derepulated markets Lay and Enron lobbyists had pushed for.

@ 2001 The Washington Post Company
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CORRECTION

Wednesday, Diecember 26, 2001, Page A02

A Dec. 23 article incormeetly reported the action taken by the Senate Banking Committee, chaired
by Phil Gramm (R-Tex.), on a bill that exempted much of Enron Corp.'s trading activities from
federal regulation. The legislation was approved by the Senate Agricullure Committee.

@ 2001 The Washington Post Company
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Enron Executives Face Subpoenas

Senate Panel Also Orders Testimony of Directors
By Peder Behr and Dian Moryam

Washingion Post Staff Writers

Thursday, January 3, HE2: Page EO1

A Senate committee announced yesterday that it is subpoenaing top executives and directors of
the bankrup: Enron Corp. to determine their roles in the Houston company's epic collapse.

Three other congressional committees already are digging into the Enron failure, but the
subpoenas announced yesterday are believed 1o be the first of the congressional probes. Among
the likely recipients is Wendy Gramm, an Enron director whe is the wife of Sen. Phil Gramm (R-
Tex.).

Sen. Carl M. Levin (D-Mich.), chairman of the Governmental Affairs Committee’s permanent
subcommittee on investigations, said the panel also will subpoena financial and trading records
from Enron and audit documents from its accountant, Arthur Andersen LLP.

Enron's attorney. Robert Bennett, called the subpoenas "totally unnecessary” and said "we are
fully cooperating with Congress.”

Although Enron Chairman Kenneth L. Lay did not show up for two carlier congressional
hearings on Enron's bankruptey, he has agreed to testify next month before the Senate Commerce
Committee, Bennett said,

Fnron has turned over nearly three dozen boxes of documents to the House Energy and
Commerce Committee, Bennett said. "T don't question the legitimacy of an inquiry [into Enron's
failure], but it's not 8 measured approach to have a half-dozen different committees doing this at
the same time,” he said. "It can lead to a circus atmosphere and a lot of wasted time and effor.”
The full Governmental Affairs Committee has scheduled a hearing for Jan. 24 on Enron's use of
a large nurmber of partnerships that kept billions of dollars of corporate debt ofT the company’s
books. The hearing will also examine whether federal regulators missed waming signs of the
company's trouble.

Accounting errors involving the private partrerships caused Enron to overstale its earnings by
haif a billion dollars over the past four years. Enron's disclosure of the overstatement, in
MNovember, triggered a final plunge in the company's stock price and the company's bankruptey
filing Dec. 2.

Sen. Joseph 1. Lieberman (D-Conn.), chairman of the full committee, said, "The focus is, how
did this corporation collapse, and what can we do to make sure that something like this never

happens again™

Lieherman's commitiee joins an already crowded field of Enron inquiries. The House Energy and
Commerce Commitiee has sent investigators to inmterview Enron officials in Houston.
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Subcommittees of the House Financial Services Committee and the Senaste Commerce
Committes have already held hearings.

But Licherman’s panel is the top investigative committee of the Senate. Under Republican
leadership during the Clinton adminisiration, then-chairman Fred D. Thompsen (R-Tenn.)
headed an investigation of Bill Clinton's 1996 presidential campaign fundraising.

Levin and Lieberman said they intend to look into the close ties between Lav and President
Bush, a connection that some Democratic Party officials say they hope to take advantage of in
this year's congressional election campaigns.

Levin said he wants to know what advice Lav, who was & large contributor o the Bush
campaign, gave to officials of the new administration as it formulated energy policy a year ago.
Enron "also had close relationships with some Democrats, it's fair W say,” Lieberman
acknowledped. He said he expected the inguiry to be bipartisan and to have Thompson's support.
"We are going to work together,” Lieberman said.

Licherman said the commitiee also wants o leamn whether federal repulators have the authority
to adequately oversee the complex commodity frading and financial ransactions that were the
foundation of Enron's rapid growth over the past three years.

Lieberman noted that much of Enron's trading in energy derivatives was exempt from regulation
by the Commodity Futures Trading Commission, and he said a focus of the inquiry would be
whether this allowed the company to hide some transactions.

Enron was an active plaver in lobbying for the exemption beginning in the early 1990s,
according to sources. The exclusion was initially approved by the CFTC in 1992, and in 2000
Congress endorsed it as part of the Commodity Futures Modernization Act, despite concerns of
s0me senior regulators.

At a joint hearing on the legislation by the Senate Banking and Agriculture committees in June

2000, then-CFTC chairman William J. Rainer spelled out his "reservations" about the exclusion
and said that "the case for it has not been made” with regard to energy derivatives,

@2 2002 The Washington Post Company
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December 18, 2001

Senator Eyes End To Enron-Type Special-Purpose
Entities

Daow Jones Mewswines

WASHINGTON - L5, Senate Commerce Committee Chairman Fritz Hollings, D-5.C.,
pledged Tuesday fo infroduce legislation to eliminate the sorts of financial accounting
that led to the financial collapse of Enron Corp. (ENE).

At a commitlee hearing on the Enron debacle, Hollings called for legislation to eliminate
the use of special-purpose entiies, which are parnerships or trusts through which
companies keep their debt off the books and, in Enron's case, overstate earnings.

Hollings said such off-the-balance-sheet fransactions should end in order to protect
investors. Hollings also was highly critical of the amount of insider stock selling by top
Enren officials. He noted that Enron Chairman Kenneth Lay and former Chief Executive
Jeffrey Skilling each sold shares in recent months for more than $60 million, while
members of Enron's beard sold shares worth more than $180 million.

“The selling of Enron was prolific," Hollings said, calling the insider selling "a screaming
red flag."

If Enron officials felt the stock was undervalued, as they publicly attested, "why were
they cashing in?" Hollings said.

Hollings also said there was plenty of blame for the "shenanigans” associated with
Enren's collapse, which he likened to a "cancer." He cited Enron's rale in persuading the
Commodity Futures Trading Commission against the Clinton administration's call for
regulation of energy derivatives, and subsequent congressional action o exempt from
regulation the highly complex energy derivalives Enron's special-purpose entities
engaged in.

“We are all guilty for letting it happen.” Hollings said of Enron's collapse.
Sen. Byron Dorgan, D-N.D., chairman of the committee's consumer affairs panel,
described Tuesday's hearings as the first of several that will delve into the roles in

Enran's financial collapse played by: Enran officials; Arthur Andersen, Enron's outside
auditer; Wall Street analysts, and regulators.
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TRADING COMMUMNITY
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Vision

Ithough gaining credibility has taken some time, the acceptance of
online trading means a more efficient marketplace for all players,
Demand fior online trading of financial and nonfinancial products has grown

sigmificantly in receni years by both the bay side and sell side alike. For

Highlights

those who create online marketplaces, more challenges lie ahead, including

maintaining liquidsty, improving efficency, straight-through processing, and
creating electronsc markets for new nonfinancial commodities and fisures

such as energy, weather, and bandwidth.

Through its relationship with Cantor Fitzgerald, eSpeed has achieved
success in the interdealer broker market, leading all electronic mterdealer
trokers (|DBs) in the rading ol US Treasuries. Treasury transaction
yolume, both electronic and voice-assisted, on the eSpeed system
accounted for just over 0% of all trading in the first quarter of 2001,
when average daily trading volure was an estimated $94 billion,
However, eSpeed's domination of the IDE market ends where the
Treasury market ends and other securitics markets begin, Since marke!
acceptance of eSpeed’s other product lines has yet w develop critical
mass, the opportunity for growth may be increasingly difficult
Furthermore, no e-irading system has successfully integrated o wide
range of products on a single platform, casting dowbt on the ability

of ary one platform to support in-depth mmaltiproduct trading.

Elacironic trading has radically
changed the financial securities
markigs wilh grourdbreaking
techrciogy that alows market
parlicigants 1o iIncroass
efficiency, improve profits,

ard reangiresr Faditional
ways ol doing businass.

Cardor Fitzgarald hes irvashan
trvar 2250 million in aliscironic
trading technology smoe 19986,
11968, the firm spain off ils
tachnology salutions and the
alactronic brokedng funclion
devived from fhis Fmesiment inlo
aSpead, a subsidiary in which
Cartor Fitzgarakd now hokds &
BER auily slake.

By creating a-sealabla platiarm
Frough an assarmen of
stralegic aliancas, acquisitions,
ard invesiments in iechrakagy,
e5pead has became &
lormidatie player in 18 workd

o mincironic trading, towching
all sacion ol the market; issueans,
desiars, online brokers, and
redall invesions.

aSpeed taces significant
compatiticn fram & vedety of
market parficipants, ranging fram
interdesaler brokers to broker!
caaars bo fuburas emchanged.

&g challenging = this sounds,
the compatiion aclisally provices
a glimgas of how aSpeed hag
spannad the breadih ol The
a-commercs market with its
products and sendcoas,

Gayeral markal risks jpopardize
nSpeed's slanding in e
alackronic iradireg commurty,
mchuding its haavy reliance on
ore markat, LIS Treasuriss; tha
irnitad success of are of ks
braakthrough prodicss, e
Cantor Exchange: its binding
redationship with Caslid
Fitrgerald; the possibie rejection
of aSpeed's systam by linancial
ard mosfinancial nekiluticns; and
potemtial sirategie partners
oling for sokulicn s and prosucts
from othar Sechnolagy providers.,
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eSpeed: Building Scalable and Liquid Markels for the Online Trading Comaunily

TewerGroup belicves that eSpesd iz emharking on a very ambilious @ndeavor. Some fectiens in the markel
have sought electronic trading systems that support muitiple products, capable of tying them info o related
sirategy, bul na such sysiem las emerped, To date, i3 clear that the electronic tracing models that best
support US Treasuries are different from the best systems for corporate bonds, futares, and municipals.
Whesther any system can effectively integrate multiple products remains to be scen. [f these systems are
able to attract liquidiy, eSpeed will be in o position to lead this effort and hecome the préeeminent provider
of electronic trading svstems in the world, However, failure to attruct hiquidity may compromise c5pesd’s
credibility to further expand its business opportunities beyond the US Treasury market, which is shrinking in
the wake of US debt reduction.

Taxonomy

RAepisiomed
Fepa

Viiraless

Rejirmmanl

Flans Enterprida

=l
Busingss
LESTL

Mannges

Braneh

Chisnt Procass Distribution Channel

Business Drivers

Flectronic mading of financial securities, such as equities, fixed income, and forsign exchange, is gaining
ground and will only increase i the future a5 straight-through processing and other indusiry prolocols
are developed,

» Electronic trading perpetuates a more efficient, cost-cffective, and liquid marketplace, which benefits all
market participants including issuers, financial services inslitwions, and investors,

Implications

s Dealers” cost of doing basiness and porsuit of liquidity will drive them o embrace new ways of tradmg
financial and nonfinancial products even if it means working with these they view as competition—i.2.,
circumstanees will force them to engage in “coopetition,”

« As global futures and equities exchanges begin consolidating and converging to electronic trading, proven
technologies will help make these types of transitions less volatile.

Action tems

s Financial scrvices institations and venture capital firms need 1o be more selective regarding the
g-commerce companies that they are funding, learning from past mistakes of the e-commerce debacle

2
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wSpead: Buildng Scalable and Liguid Markets for the Onling Treding Community

s Omline trading venues should consider the failures as well as the siccesses in the marketplace, noting that
suceessful e-trading technology solutions have a sustamable reveme model and a scalable technology thist
is adaptable to a varicty of asset clasaes.

Introduction

The advent of clectronic trading of financial securities has radically changed not only the financial markets
but also the technology applications that allow market participants to increase efficiency, improve profits, and
reengineer the traditional ways of doing business. For institutional and retail brokers, firms of all sizes have
their own strategy for participating in e-commerce, whether it is outsourcing technology needs, participating
in consartiums of dealers, banks, or industry participants, or creating technology selutions internally. Simply
put, in the new world of e-commerce, ifa company is not investima in technolegy solutions for business-to-
business (B2R) marketplaces, it will be left behind,

One company with a distinctive approach 1o this ehallenge is a traditional interdealer broker, Cantor
Fitzgerald, which by making n sizable investment in its internal proprietary trading sysiem, created what it
helicves is an end-to-end lechnolegy solution for B2B marketplaces. Through the establishiment of its
subsidiary, eSpeed, the firm has both penetrated new vertical markess and expanded on those markets in
which it currently eperates voice-brokerage businesses. eSpeed’s expansion into these mirketplaces has
been accomplished by means of strategic allinnces, teehnalogy and financial investments, and & scalable
L bl oy selution,

eSpeed's ohjective—i0 become the technology solution for the BIB marketplace—has run o several
ohstacles in its short history, specifically with its first offering, the Cantor Exchange {CX), a futares and
aptiens exchange for the dealer market. The CX, now in its third year of operation, genesales modest
liquidity, yet Cantor Fitzgerald and eSpeed continue to support this failed attempt Lo suecess fully attract
liquidity in the electronic derivatives trading business. In addition, eSpeed s product suite bias grown
considerably since it began successfully offering US Treasuries to the interdealer broker (IDB) market,
This product growth in non-1§ Treasury securities and nonfinancial markets may have been too fast to
build sufficient liquidity and gamer interest among the trading community. $ince it has not yet achieved 2
gigni ficamt nemount of liqaidity,

This TowerGroup Research Mote examines eSpeed's business model, its sccomplishiments, and its
future challenges.

The Creation of eSpeed

Background

In 1996, Cantor Fitzgerakd, » leading beoker dealer since 1945, decided to make a substantial investment in
technology 1o aomate its inferdealer financial instrument trading business. To date, that investment has
grown to approximately 3250 million. Through this investment i iechnology, anintemal rrading system wis
developed, which eventually led to the development of the Cantor Exchange, an electronic exchange for
futures trading that began aperating in Seplember 1998, The technology in question eventunlly becarme a
subsidiary called eSpeed.

eSpeed commenced operations as a division of Cantor Fitzgerald on March 10, 1599, and was incorporated
in June of the sume year. This lod to the company’s initizl public offering on Decamber 10, 1999, when the

3
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aSpaed: Building Scalabie and Uquid Markets for ihe Onling Trading Commumnity

parenl company bestoowed its proprietary ebecironse transaction processing software, network distribution
systems, and related contractual rights on eSpeed. In refum, Cantor Filzgerald received majority equity
owisership of eSpeed as well as technology and electronis trading support. eSpeed received approximately
£139.6 million in procesds from the initial public offering (TP, which helped expand its market coverage
throigh strategic partnerships, acquisitions, and new investments i lechnology, Despite its independsnt
status, eSpeed still depends heavily on ils parent for voice-broker suppart, rade volume, and the elosing

of major investment deals such as the TradeSpark and Freedom [nternational Brokerage transactions

(=2ze Exhibit 1),

Exhibir 1

SHIE .o U cantor

Fitzgerald entars ’
Cantar greates the  The Cantor imto strateqgic ‘l H"'
Fitzgerald first Cantar Fliz b busiress .
introduces interactive  Exchange ;plrff?ﬁ partnerships.
BCrean- elactronic lsunchaes ) m
based whaolegala August ﬁr::d n “ ...__.gl;ﬂuﬂ'r
trading. marketplace 1998, 1888 and == lmRRRaT
for U3 n eSpaad
Treasuries, issues
through a ?:gu;mhar b caah additional
5200 million GEHIHI:' stock ina
S!H'ullilmllﬂl launches second
in its IPO public
technology, e AW offering
-;.:;;15. WIEITLT o lhp;h
’ 2001,
millien. & Sowa Bark caising
about $50
million,

Sowwror: Tevorr{aroics

eSpead's Technology
The initinl investrment made by Cantor Fitegerald in 1996 produced a scalable electronic trading engune for
trading financial and nonfinancial products electronically in real time through a global distribution network.
To protect its proprietary technology and mtellectual property. the firm has applied for and received patents
and now 1f licenses that technology to eSpeed for nse in the eSpeed system. Some of the patents i e Lo
cover a data processing system, the method for clectronically trading fised-income instraments, aid a
ayatem for shared remote aceess of multiple application programes by one or more CompULCrs.

A core component to cSpeed’s auction and transaction engines is 15 Interactive Matching technology, which
is a progrictary rules-hased method that provides incentives to participants by allowing the last successful

4
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eSpaad; Builng Scalable and Liguid Markets for the Onling Trading Community

active buyer or seller a time-based right of first refusal on the next transaction, be it a buy or sell. The
engines were developed to accommexdate anonymous trading in & variety of ghobal markets meheding the
Largest, VS Treasuries, o one of the more splintered morkets, corporate bonds. As a result, the techrology
created is flexible and therchy adaplable to a broad array of financial and nonfinancial products, including
futures, cnargy. and ghebal debi securitics.

The eSpeed svstem is accessible 1o over 630 clients vin muliiple connection channels and in rcliaple
languages. The delivery channels include the Internet, via a Java-based browser; by the eSpeed private
network, via eSpeed Direct, an application programming miertace (APLY o third-party vendors, eSpeed
conpects its three triangulated data centers and 23 hub cities to multiple client access points with fully
reddundant leased-line providars (see Exhibit 2).

Eabahir 2

ehpeed Technolagy
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eSpeed's Business Model

eSpeed's ransaction-based revenme model depends heavily on leveraging its technology s ilutions to initiate
sirategic parterships and investments in technology. The firm relies on these strategic alliances and
investments with a variety of market participants including technology providers, financial and nonfinancial
services Tisms, and issuers. These relationships provide cSpeed with access o technological reeds and'or
new markets seetors, which in turn provide the firm access to revenue via transaction fees or licensing
agreements {see Exhibit 3.
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Exhiba 3

ff A
st 7 / %ﬁ‘;&x = g

Source: Towrr{ranp

The majority of eSpeed’s strategic alliances are derived from its relationships with clients to whom it
provides a technalogy solution for trading in a specific product or market via the eSpeed system, Some of its
parinerships inchide onling brokerages Charles Schwab and Scottrade. Others include e-commerce finms
looking to build or enhance their systems like Federal Home Loan Bank (FHLE} and Visible Murkets,
eSpeed benefits from revene derived from the transection volume, licensing agreements fees, and the

added liguidity to the ¢Speed platform.

In pddition, strategie echnology investments entered into by eSpeed with TreasuryConnect, EasyScreen, and
Electronic Trading Systems Corpotation (ETS) provide eSpesd with the opportunity to enhance ils markat
covernge as well as increase the chances of future licensing agreements. For instance, EasyScreen, a
saftware designer for electronic trading, provides authorized eSpeed clients with aceess directly from the
eSpeed platform to nine global derivatives exchanges, including Loadon International Firancial Futures and
Options Exchange (LIFFE), the Chicago Board of Teade/Eurex trading system a'cle, Chicago Mercantile
Exchange (CME), and the Australian Derivatives Exchange. EasyScreen is also creating an interface
berween its front-end trading software and the CX. For these EasySereen services and exchange connec-
tians, cSpeed pays licensing and support fees and in return receives sdded derivative users and raffic to its
CX. Beswdes generating revenue, EasySereen gains global market exposure to eSpeed’s plabal elicnt base,

The Cantor Fitzgerald/eSpeed Relationship. Through the Cantor Fitzgerald/eSpeed oamer-subsidiary
relationship, the companies entersd into several services agreernents under which fall provizinns for the
services and fees each parry will provide the other. eSpeed supplics the electronic trading system and is
responsible for providing electronic brokerage services and general technology support to its parent. In

B
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eSpead: Buiding Scalable and Liquid Markets for the Online Trading Communiy

return, Cantor Fitegerald provides voice-assisted brokemge services, Cul (et services swch as clearance
and settbement, credit risk management, compliance, and other related services. Per the afrangement,
fransaction revenues are divided as such; eSpeed iakes 100% of the revenues on all electronic iranscions
and in turn pays Cantor Fitegerald 35% of the revenue, Viee versa, if Cantor Firzgerald exccutes a
viice-heokered trade. the firm réceives 100% of the revenue and pays eSpeed T, Other eSpeed Market
relationships such &5 TradeSpark hove similar transsction fee arrangements (sec Exhibil 41,

Exhibsr 4
eSpeeds Transaction Revenue Model

Trades with Canbor Trades with TradeSpark

Trades with Cantor Exchange

e ©

B ; L
-:iIIJ-J. e Ry By M 1

oy J'm\.-.n:'.imxll

The ties between Cantor Fitzgerald and eSpeed run desp, cach depending on the other for revenue and its
future spccess, The company”s capital infusion and mfluence kave enabled eSpeed 1o build its system as
well os provide liguidity through its voice-brokerage support, which acconts for less than half of eBpeed’s
arcler Mo,

eSpeed Product Offerings

The eSpead product offerings leverage the company’s fechnology across a varisty of markets, creating
strategic alliances within the financial and technology eommunities. These partnerships result in revenucs
from the licensing of its technology, and wanssction fees gencrated through irading volumes carry over its
electronie trading engine. The cSpeed product offering reflects its alternpt to bring liguidity to it trading
system while providing technology o market participants that lasck the time or capital to buld irading sysicms
that cover less profitable, complex, or more itliqued financial and nonfinancial products. These offerings to
the e-commeres gector of the financial and nonfisancial industry mnclude eSpeed Markets, eSpeed Software
Solutkns, and eSpeed Online

T
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aSpead: Buiding Scalable and Liguid Markets for the Online Trading Cammunity

eSpeed Markets. eSpeed Markets provides major financial insuiulions access 1o o central wholesale
marketplace for rading in a vasiety of financial and ponfinancial securities, incloding US Treaswries, futunes,
and energy (see Exhibit 5). eSpeed divides its ¢ Speed Markets coverage info verticals, inchuding Financial,
Energy, Telecom, Chemicals, and Other Industries, constantly evalviing irs platform to melhede the latest
firancial or nonfinancial products that are ready to be traded electronically. eSpeed powered electronic
marketplaces for Cantor Fitzgerald (serving over 500 financial institutions) and its Cantor Exchange,
TradeSpark (serving over 120 companies), and Freedom Intemational Brokerage fall under this

proxluct category,

Fxhihit %

ehpeed Product Offerings
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eSpeed Software Solutions. cSpeed Seftware Solutions, formerly eSpeed Private Label, provides
financial services institations and issuers the opporunity to license ¢ Spoed technobogy inorder to buikd

g system catering to their specific noeds. For instance, the Federal Home Loan Bank (FHLEY, &
governmenl-sponsared enterpriss that provides financing for housing and substantial issuer of short-term
debt, signed a licensing agreement with eSpeed in Febrary 2001 to create the eWindow auction platfonn.
The eWindow platform will be operated by FHLB but will use eSpeed s rading technology solutions.
FHLE intends 1o use the sysiem as an origimation platform for issuing its FHLE agency diszount notes 1o
participating dealers. eSpesd is carrently in beta testing for the system, which the FHLB expects to launch
Tute this sumimer {sec Exhibit 6).
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eSpeed Software Solutions Agreements
Company/ | Launch | System Typel | Products | Technology Solutions
System Name | Bate Target Market Provided by eSpeed
FHLE eWindow | Septermber | Ongination FHLE eSpeed is providng the
2001 Dealers AEE"":F auction FlEl‘fI:I-I'I'I'I
Dizcoun
Noles
January Auction/ Jagan o eSpeed = providing onling o
2001 Institutional and | Sovernment | distribution of JEGS and
Batail Bonds cther fread-income secrities,
(Jz8=)
October Auction/ morlgage- | eSpeed system supplements
2000 Instiutional backad Wisihle Markels' existing
secUrities onling, auction markelplace,
AN s MBS}, but will ot disckoss for which
azgal- products.
backed
SACUWTRiES
(ABS}, and
corporatas

Sowrce Tower{snoup
eSpeed Online, eSpeed Online supplics retail-based online brokerages access to the eSpeed sysiem for
trading in securities other than equities. Through eSpeed Online, online retail brokers can offer a broader
range of products to their clients via their oo branded Web sites withoul actually having tw bold those
instruments in inventory, Retail clients of the online brokers gain access o the wholesale market prices
provided by dealer participants using the eSpeed systemn, Offered are such products a5 governments,
rimicipals, corporaies, and more,

efpeed has negotisted agreements with the following 13 online brokerage firms: AB Watley, Bondpage. com,
Chasles Schwab, Firstrade Securities, MoatActives.com, Mr Stock, Muriel Stebert, mry Track, Scottrade,
Sutton Onling, The Net Investor, Tradescape, and WebStreer Securities. The only eSpeed Online
partnership to begin live rading is Charles Schwab, in Jamsary 2001, which is utilizing eSpeed's fixed-income
trading services, branding the boad trading portion of its site, Schwab BondSource Services, where Schwab
chients have access to trading in US Trensuries and agency securities.

]
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Sizing up the Competition

eSpeed is in an unenviable position, one in which it competes with a variery of market participants, including
interdealer brokers, dealers, fitures exchanges, and fixed-incomse trading systems. (For mare imformation
see Towertiroup Research Note 025:235, “Online Bond Trading: Only the Strong Will Sarvive.”) lts
efforts 1o expand i1a business beyond traditional financial products—o include trading in energy, bundwidth,
and derivatives—places it in direct competition with finms that may have greater depth of experience i
these markets. TowerGroup believes that cSpeed will encounter considerable resistance entering new
mirkets hocause it has not established any past expertise in trading these products as it has in bond and
futures markess.

Interdealer Brokers. |DB svstems bring together the dealer community in & central location to trade a
variety of fixed-income producis directly with each other. eSpeed provides the electronsc brokering
component of Cantor Fitzgerald's IDB business, while Cantor Fitzgerald operates, the voice-brokering
gegment. eSpeed has achieved suceess in the IDB market with first-mover advantage leading all electronic
IDBa in the trading of US Treasuries. In this sector, eSpeed competes with such imternational firms as
BrokerTes Global, Garban-Intercapital, MTS & p.A, and Instinet Fixed Income Markets. BrokerTec and
Ciarhan-Intercapital are the moet formidable competitons in this space with their presence in the LS
Trensury marked, o market eSpeed depends on heavily for the majority of its ransaction volume.

{For mare nformation see TowerGroup Research Mote 024:255, “Online Bond Trading for

Professionals: Building Electranic Pools of Liguidity.”)

Fatures Exchanges, In this space, eSpeed's futures plaiform, the Cantor Exchange (CX) competes
primarily with well-established exchanges such as the Chicago Board of Trade {CHOT). However,
BrokerTec Global, an electronic interdealer broker in the Treasury market, will go head-to-head with both
since its announcement in June 2001 that it received regulatory approval by the Commodity Futures Trding
Commission (CFTC) to become a Futures Exchange and a Clearing Corporation. BrokerTec's 1 4=kt
consortium of Wall Street firms inclodes J.P. Morgan Chase, Merrill Lynch, and Goldman Sacha w mention o
fow. The consartium members account for a substantial portion of the volume in the fotures marked, which
means if they bring their liquidity to the rew BrokerTec exchange, BrokerTec Futures Exchange (BTEX)
the other electronic funsres exchanges will feel some pressure.

In addition to competitive threats, the Cantor Exchange, a joint venture with the New York Board of Trade
(NYROT), has other problems, namely that it has not developed the type of following thal was anticipated.
The failure of the exchange has mken eSpeed by surprise, The CX's velumes have dropped steadily since
its launch. The number of contracts traded totaled just 188,031 in 2000, a 57.7% decline from the 444,155
contracts traded in 1999, Contimuing the downward trend, in the first quarter 2001, contracts traded totaled
just 26,031 on the CX, on pace for a lower transaction voelume than 2000, The CX quarterly volume totals
are only a fraction of the over 40 million financial futures and options contracts traded by the CBOT the
first quarter of this year.

eSpeed has addressed the steady decline in volume by entering inio an agrecmnent with EasyScreen to
provide access to multiple global derivatives exchanges as well as its plans Lo move into new vertical
msarkets such s energy futures. In addition, eSpeed his yet to determine how it will incorporate itz April
2001 purchase of the Wagner patent info the CX. The patent applics 1o futures trading systems, in which
traneactions are completed automatically by a comgarer matching bids and offers on a first-come, first-serée
basis. This is a different method of execution than that currently employed by the CX, which features
eSpeed’s Interactive Matching technology. TowerGroup believes it is too late for eSpeed 1o rebuild its
reputation in the electronic fuhures market due to the prolonged demise of the CX.
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;'._t:lli;lll..-lrl
eSpeed’s Vertical Markets

rm Name Products Partnerships/ Estimated
e Wﬁnmﬂu i3 Liquidity Electronic
Providers Average Daily
Volume as of
: March 31, 2001*
Cantor Global U5 Treasury and Cantor Exchange | 420 contracis®®
Exchanga [CX) agency futures clignis and the New
[ ‘fork Board of
Trade (NYBOT)
aSpeed Global US Treasuries, Euro | Cantor Fitzgerald | $7185,0 billian™
and Japanesae and its over 500
government dabt, clierts
Bgencias,
corparates,
municipals, mbs,
repos, inlerest rale
EWEPE, BMEngng
rmarikel debt, futures
and oplions
Freedam Canada Canadian B0 Nesbitt Laumnched in Jumne
Intermatianal gowernment bonds, | Bums, CIBC World ) 2001
Brokers corporalas, Markets, hMennl
dpEncia, Lynch Canada,
provincials, repes, RBC Dominion
intarast rafe swaps, | Securites, Scolia
foreign exchange, Capital Markets,
fulures and options | and TD Securities
TradeSpark L.F, | US Matural gas, Aoxis Enargy, Coral | 3290 millon®
alaciricity Enargy, Dominicn,
TXU Energy
Trading, and
Williams Energy
Markeding and
Trading

*Towerlaroup estimate
*ncludes both Fully glecrronic and wice sleremnie voluse:

Energy Trading Platforms. The energy trading market has hecome a major e-trading sector in the last
vear and a half with new participants entering and exiting the murket regularly. eSpeed is no exception, with
its launch of TradeSpark in October 2000, o multidealer online trading venue for natural gas and electricity.
In Teadespark, eSpeed has ventured into the commodity vertical, trading nonfinancial products and parnering
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with participants outside the financial industry such as Axia Energy. Coral Energy, Dominion, TXL Energy
Trading, and Williams Energy Marketing and Trading, which provide liquidity and voice-broker suppart,

A5 For the technology used by TradeSpark, eSpeed provides 12 auchion-based system, risk and credif
management tools, pnd netwark connections.

Druring the first quarter of 2001, TradeSpark's trading volume, both electronic and voice-nssisted, totaled S1E
Billion. This is o 56% merease over te 512 billion traded in the Tourth quarter of 200, which makes the
total volhume in the first six months of operation approximately 530 killion. Despite its impressive volumes
and a plethara of liquidity providers, eSpeed faces some stiff competition in this market segment, including
the Mew York Mercantile Exchange (MYMEX) and the Intercontinental Exchange, an electronic exchange
for the trading of notural jgas and metals, NYMEX currently has an extended-hours electronic trading
avstem and relies on open outcry and voice brokerage for regular hours trading; however, it is in the process
of developing ils enymex trading system due out in late summer 2001, As for the Infercontinental Exchange,
it recently acquired the International Petroleum Exchange (TPE) in London, making it o viable threat even to
the MYMEX. TradeSpark will have difficulty trading on the same level as these exchanges but should be
better equipped to compete against nonexchange market competitoes such as EnronOnline and
HoustonStreet Exchange (see Exhibit 7).

Strengths and Challenges

Company Strengths

The relationship with Cantor Fizgerald has provided eSpeed the capital for initial technalogy investments and
partnerships and furnished the contractual nights o its techaology in addition o helping establish the eSpeed
name among Wall Street dealers trading with the parent company. Cantor Fitzgerald's capital set eSpeed m
mation, investing in its own proprietary trading technology without outside assistance from panners or
venture capitalists, giving cSpeed a Tair degree of autonomy. By bestowing its technology to cSpeed in
exchange for equity ownership and fechnology support, the firm provided eSpeed a basis for its fevenue
madel by paying both service and transaction fees 10 its subsidiary. The dealer community uses eSpeed
every doy when a transaction is completed with Cantor Fitzgerald, which has given eSpeed exposure o the
street and made those dealers some of iz largest clients. This relationship, although seemingly too chose ot
times, has supplied eSpeed with capital and a connection to the dealer community that will sustain the
platform in the future

eSpeed, unlike many competing e-commeree firms or technology starl-ups, had the backing of an cstablished
Wall Street broker/dealer with plenty of capital as well as access to capital via its siockholders through us
LPO and subsequent stock offering (in March 2001, with wet procesds of approximately S50 million). This
ivpe of funding has made it possible for eSpeed to invest in venues such as TradeSpark and Freedom
International Brokerage, [n addition to these alliances, eSpeed’s investments in technology continue.
Facilitated by its second equity offering, it recently purchased the rights 1o the Wagner Patent for futures
trading and TreasuryCoanect, an electronic trade communication and exevutivn platform for over-the-
counter derivatives, Investments such as these help build the comgany's value by creating opportunities for
new husiness and posaible licensing and servicing agreements without the concern of venture capital or ather
privote funding.

The ability 1o offer clicnts and pariners access o scalable technology is certainly one of eSpeed’s strengths,
Within this model, eSpeed has provided for client access to both voice-brokerage and electronic rading.
which has helped focilitate the deployment of its trading systems io clients and pariners. eSpeed’s scalable
maxlel suggests that its techmology has o better clance of competing in e-trading maskets, which are
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comtinually evolving o include new products and management tools. Through its suite of products, eSpeed
has demonstrated that it can deliver scross numerous verticals and horizontals, although its success in these
markets remiving wnc lear.

eSpeed is the leading DB electronic irading platform for US Treasuries. Its top position not only provides a
great deal of credibility but also enables a wider range of customers aceess 1o its platform, which enhances

thetr farniliarity with the systems. eSpeed uses this strategy 10 leverage additional platforms that trade wiher
financial products by offering 2 single platform for integration of trading across product lines.

As c-commerce market participants continue to launch new trading platforms. ¢Specd is positioned to
leverage its success in bond trading 10 other markets. eSpeed’s technology has proven that il works for the
LS Trensury market. A considerable number of electronic trading firms have been ineffective al providing
thels elients bath with n successful technology and market liquidity. cSpeed must ensure it has the market
liquidity and expertise to aperate in each new market it enters o avoid failare,

Challenges Facing eSpeed

Although the Cantor Fitzgerald relationship with ¢Speed has resulied in the founding of the company and
brought the firm’s liquidity (o the eSpeed system as well as transaction revenue and capital for strategic
investments and parmerships, the arrangement does put limitations en eSpeed’s current and farure business.
The agreements between the two companies cartail eSpeed's sbilily Lo initiate strategic alliances and
acquisitions, which could affect its ability to succeed, especially if market partic ipunts are ot willing to
work so closely with a company that has such strong ties (o a large IDB such as Cantor Fitzgerald. 1f the
finm begins to ave financial problems or loses clients because of a betier opportumty or technology, this
would negatively impact eSpeed's revenue performance and the liquidity available to markets in which
cSpeed participaies

By viewing the list of strategic alliances, investments, and product ofterings, market observers may pat the
impression that eSpeed is spread a bit thin, Yot these are areas of much-needed growth and expansion,
since a significant portion of cSpeed's revenue model involves building marketplaces for private label clients
and generating service and licensing foes from those agreements. eSpeed needs b take sdvantage of its
reputation in the Treasury market and expand its sirategic alliances into sectors of cusrent and pnticipated
product coverage.

The inability of eSpeed 1o generate activity on the Cantor Exchange, its first mover of fagship product
launched in September 1998, has been a disappointment to the company. The lack of liquidiry on this
system has generated many questions about what happened to this eSpeed offspring. Currently, there is
10 indication that eSpeed plans to discontinee trading on the CX in spite of its pegligible volumes, Instead
eSpeed fs putting its confidence in its recent technology investments and product expansion plans, which it
expects will rejuvenate the exchange. Although it sounds attractive, if the exchange has consistently lost
liguidity in its nearly three years of operation, these iz nothing to make firms that have been avoading the
systern begin using it now, The CX had a chance 10 make a difference in the futares market and it has
proved unsuccessful—without liguidity it cannat survive the current influx of competition.

eSpeed's volumes, and ultimazely its profits, depend heavily on transaction revenue derived from dealings

in the US Treasury market. In the first quarter of 2001, eSpeed's U3 Treasury securilics ransaclions
accounted for just aver 50% of all of eSpeed’s trading volume. As the US govemment continues b poy
down the outstanding Treasury debt through its Buyback program launched in March 2000, cSpeed
continues to depend on a shrinking market. The firm's heavy relionce on this one product could signal future
problems. Future market stability and a reduced need for the Fed 1o move interest rates will bring not oaly
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Trepsury trading volumes down but alse eSpeed’s volume and revenue, [n addition, eSpeed’s market
competitors may begin to excel in this market and clients may opt for their services instead. This is precisely
why e5peed needd 1o continue 1o expand its product scepe and strategic allinnces to bring liquidity to the
system for the financial products that will someday drive its markets.

Conclusion

The adveni of elecironic trading has given technology and financial services firms the opportunity to profit
from their proprietary trading technology, eSpeed is no different, benefiting from a substantial investment
in technology by its parent firm, which proceeded bo ereate an e-trading technology salution that it now
custemizes for markes participants.

As evidenced by the recent economic downtum, the need for potentinl e-trading participants to imvest in
proven trading technology solutions 15 even more important than ever, simce capital for such investmenls
is harder to come by, ¢Speed's technology, scalable marketplece, and strategic investments are key
components to the firm's success to date. eSpeed needs to seize this opportunity lo gencrate business
through its private label offering and through morket alliances.

eSpeed's accomplishments in the fixed-income ¢-trading marketplace should not obscure the fact that it is
faced with many challenges that may ultimately affect its future success. eSpeed will have to build quidity
in its horizontal markets as dealers and investors alike retreat from the diminishing US Trensury market in
search of & new benchmark, Tssucs surrounding the lack of activity on the Cantor Exchange must be
addressed, whether through expansion into vertical markets, strategic alliances with the dealer community,
or its closing. The firm needs to continue to promote its eSpeed Software Soluetions and benefit from its
intellectual property rights by increasing licensing and servicing fee revenue. The binding Contor Fitegerald
relationship should be reevaluated in order 1o make it easicr for cSpeed o build relationships and alliances
without its parent firm's consent or invelvement. Cantor Fitzgerakd's ability to mainiain its end of the
partnership agreement directly impacts whether or not eSpeed can and will achicve its poals for product
expanzion and financial growth,
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Enron Lobbied Hard to Limit
Oversight of Trading Operations

By MICHAEL SCHROEDER and G REG P
Stafl Reparters of T WaLL STREET Joumnal,

WASHINGTON — A vear ago, when most of the political world was obsessed with the deadlocked
presidential election, Enren Corp. was quietly but aggressively lobbying Congress, Its object: a little-
noticed bill shaping federal policy toward the complex financial instruments known as over-the-counter
denvatives,

In 1989, the Houston energy giant, originally a ufility that prodeced and transported natural gas and
electricity, had begun shifting its focus o energy trading. It soon came to view the burgeoning market
for derivatives - financial instraments that derive their value from an underlying commed:ity or wager
on the future - as the key to its ambiticus expansion plans. And il wanted a5 little government
interference with that market as possible.

The company’s lobbying campaign was so aggressive that staff members of one congressional
committee asked a lobbyist for an Enron-led industry group to negotiate major aspects of the bill
with regulators. In the end, Enron had provisions inserted in the law that blocked federal oversight of
some of its major corporate product lines, such as energy and metals dervatives, and its EnrenOnline
energy -irading network.

Now, once-mighty Enron is in bankruptcy court. Tts market value has plunged since last year to about
$500 million from more than $77 billion, But one of the most striking features of its rapid decline was
that financial regulators had little clue what was going on inside Enron. That's at least panly because
Enron -- as much as any company in America - had invested a lot of time and money over the past
decade in keeping government out of its business,

'"Crisis of Confidence"

Wednesday, the House Financial Services Commitice belatedly jumped in. Lawmakers heard from
Joseph Berardino, chief executive of accounting firm Arthur Andersen LLP, who said that Enron’s
collapse had created a "crisis of confidence” in the accounting profession. And they heaped riticism on
the company and on Andersen, its auditor, for issuing financial statements they said failed to reflect the
shakiness of Enron's condition.

"5ae full of Rep. John LaFalce, a MNew York Democrat, echoed the sentiments of many
E:Lw i aﬂ";:mﬂ; committee members when he called Enron's collapse a wake-up call. "How
Enfoi. many maore Enrons are out there, and what are the systermic factors that made
this collapse and other future collapses possible? asked Mr. LaFalce.

ZListan to the Enten . . e i
haaring in tha House, || Wednesday, the Securities and Exchange Commission said it is considering

by amangament wish new regulations this year to require more precise disclosures about
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Hemrings,com. You wil companies’ accounting policies. And federal energy regulators said they are
need RealPlayar, available (| planning new rules for energy -derivatives accounting.
free’.
The Enron debacle spotlights an enormous void in the nation's system of
s | financial regulation, and it is rekindling a difficult debate over just how that
gap should be filled.
*Enron Unveils

Restructuring Plan | Innovations in technology and finance have helped obliterate clear
E;_"":’:‘;W Fipaline, distinctions between banks, brokerage firms and newer hybrids, such as
f Aman Enron, which built a privately run online trading empire that handled huge

Bneoa Could Spark volumes of electricity and natural gas,

Mew Atiendicn bo
Aecounting Multiple Standards

These days, it's possible for exchanges, which once required centralized trading floors crowded with
traders, to spring up overnight in cyberspace. Meanwhile, financial regulators, hewing to decades-old
divisions of authority, continue to keep a close watch on banks, brokerage firms and conventional
exchanges, while leaving new entrants such as Enron to police themselves.

There now is a widespread consensus among pelicy makers that, at the very leasi, the nation necds
stricter accounting rules that would force companies such as Enron to do a better job of disclosing their
financial conditiens. Other industry watchers would go further. Enron, they say, was one of the country's
leading commodities markets. It had amassed a §19 billion portfolio of derivatives.

[n many ways, the Enron debacle raises the same guestions thal arose three years ago, after the near-
failure of hedge fund Long-Term Capital Management — a private investment fund for wealthy
individuals that made leveraged beis on financial markets. Long-Term Capital's misplaced wagers, many
based on derivatives, almost triggered a meltdown in global markets during 1998.

In the months following that near-calamity, many policy makers, such as then-Treasury Secretary
Robert Rubin, vowed to change the regulatory system to avert similar risks in the future. While they
oppesed tighter regulation for derivatives rading, they argued there was at least a need for greater
disclosure in the derivatives market,

Since then, however, a broad industry coalition including Enron has worked with sympathetic regulators
and legislators to beat back pressure for more oversight of over-the-counter derivatives. And in some
cases, they have rolled back powers that regulators had had.

Most regulators and financial-industry executives insist that the financial system remains scund. The
fact that Enron’s collapse doesn't as yet appear to have been caused by its derivatives trading, or to have
triggered a broader crisis, seems to bolster their argument.

Advocates of derivatives say the instruments give companics, investors and lenders a way to reduce their
exposure lo many kinds of financial risks, Indeed, that's the main reason for their populanty.

New types of derivatives have emerged in recent years, allowing traders to bet on electiricily prices,
telecommunications bandwidith and the influence of the weather, all of which Enron dominated. Enron

also was a big player in credit derivatives, which act as an insurance policy against corporate banknuptey
by promising to pay back a lender's money in exchange for a premium,
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The market for credit derivatives, which barely existed five years ago, has grown to an estimated 3360
billion, according to the Office of the Comptroller of the Currency. And it says the nominal value of
derivatives on the books of commercial banks soared to $51.3 trillion at the end of September from $6.8
trillion in 1990, with nearly $20 trillion of that growth coming since 1998,

Behind the Times

Federal oversight hasn't kept up. The Commodity Futures Trading Commission regulates futures and,
along with the Securities and Exchange Commission, options traded on exchanges, bul not derivatives
iraded off-cxchange, or "over the counter.” The latter term describes trades that are privately negotiated
berween large financial institutions or corporations. How such derivatives arc regulated depends on what
kind of firm sells them. For example, bank regulators such as the Federal Reserve can scrutinize
commercial banks’ activity, while the SEC can examine that of brokers who conduct business in the 1.5,

Enron - which started trading natural gas, then expanded to electricity, metals and more-exotic
derivatives - fell through the cracks of this regulatory framewori. As a publicly traded company, Enron
routinely provided the SEC with general information sbout its finances. Bt it wasn't obliged to give the
agency any detailed information about its OTC trading activities. In fact, the CFTC's only peek into
Enron's vast trading operation was through a tiny registered futures affiliate, Enron Trading Services
Inc.

EnronOnline, the electronic marketplace Enron launched in late 1999, also fell outside federal
jurisdiction. The exchange came to control a quarter of all wholesale encrgy trades among U.S. utilities,
independent power producers and other market players. In many ways, the Web-based trading system
resembled its heavily regulated counterparts, such as the New York Mercantile Exchange.

But Enron and its imitators didn't fit regulations written for the likes of conventional markets such as the
Mymex. Those exchanges bring many traders together and cater to a broad range of investors, both large
and small. But Enroa's marketplace was limited to big, sophisticated players.

Marcover, Enron jealously guarded its independence. While some companies voluntarily discuss their
derivatives trading with the CFTC, Enron regularly failed to do so, say people familiar with the agency.

Enron spokesman Mark Palmer says the comparny's unregulated status was appropriate. "With a decp
bilateral market of sophisticated buyers and sellers, that regulation was not needed,” he said, Though
Enron did some trading for its own account, Mr. Palmer disputes suggestions that his firm was similar o
a hedge fund, adding that most of the 519 billion in derivatives contracts on ils halance sheel were
commilments to deliver, or take delivery of, natural gas or electneity.

In the roaring 1990s, with the deregulation movement at its zenith, few in
Washingion dared even to suggest more regulatory oversight of derivatives. One
of the few who did was Brooksley Bom, who President Clinton named to head the
CFTC in 1996. Her comments in speeches and in a discussion paper about the
need for more oversight and regulation of OTC derivatives triggered an uproar
among derivatives dealers = from J.P. Morgan & Co. to Enron. They gquickly
complained to Congress and other regulators that the unceriainty Ms. Born was
creating could destabilize their markets.

The industry complaints got a sympathetic hearing from many politicians and
regulators - particularly at the Fed and the SEC — who saw Ms. Bom's campaign
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as a bid to expand her agency's authority.

At the industry's urging, then-House Banking Chairman Jim Leach, an lowa Republican, called a private
emergency meeting of the regulators in late June 1998, summoning Ms. Bom from Georgetown
University Hospital, where her daughter was undergoing knee surgery. The regulatory staff and
lawmakers berated Ms, Born for more than two hours in a fruitless effort to persuade her to stop her
campalgn.

Three months later, the Long-Term Capital Management crisis erupted. "You are welcome to claim
some vindication," Mr. Leach told Ms. Bom at an October 1998 congressional hearing.

In the subsequent months, Ms. Bom intensified her campaign for greater derivatives regulation. And she
appeared to be gaining support. Several studies, task forces and panels were formed, recommending
lenders perform better due-diligence when dealing with high-risk traders and that trading firms improve
risk-management models.

A coalition of regulators, inchading the Fed, Treasury, CFTC and SEC, meanwhile, wanted to force
hedge funds to make public more information about their holdings, a recommendation Rep. Richard
Baker, a Louisiana Republican, incorporated into a proposed law. They also recommended extending the
powers of both the SEC and the CFTC over unregulated affiliates wsed by repulated firms to conduoct
particularly risky trades. That could have brought Enron under the CFTC's jurisdiction, since Enron had
a furures brokerage affiliate that was already registered with the agency.

An industry panel with Gerald Corrigan, & former president of the Federal Reserve Bank of New York
and now a managing director at Goldman Sachs Group Inc., acting as co-chairman mads several
recommendations. One called on banks and Wall Street dealers to make a quarterly disclosure to their
regulators of their 10 biggest exposures in cach of several categories of nisk. It also called for them to
identity the parties on the opposite sides of these transactions.

Mo Consensus

Though some Wall Street firms, including Goldman, now meet informally with regulators to discuss
their exposures, the panel's recommendations were never formally implemented. "There simply was not
a consensus” among either regulators or dealers “that it was worth the time, energy and cost to do it,"
says Mr. Corrigan,

Meanwhile, the derivatives industry was fighting the push for more regulation, The effort was
spearheaded by rade groups like the International Swaps and Derivatives Association and the Managed
Funds Association, which represents hedge funds, Enron also joined the battle.

Civer the years, the company had built a formidable lobbying machine, with a staff of 28 in Washington
alone, most of whom have been laid off since the company's recent collapse. Enron also paid 3.1
million last year to about a dozen Washington lobbying firms to work on a range of energy and financial
issues, more than double the fees it paid in 1997, according to the Center for Responsive Politics, a
nonprofit group that studies the role of money in politics.

To date, the only significant changes in OTC derivatives laws have been those largely endorsed by the
industry, such as removing legal obstacles to the creation of common clearing corporations for settling

derivative trades among multiple parties. Another change, removing legal obstacles to two participants
treating offsetting contracts with each other as a single position, is expected to be part of new
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bankruptcy legislation.

The reforms opposed by Enron and other derivatives traders were killed. Rep. Baker's proposed hedge-
fund disclosure law died in the House Banking Committee. No one introduced any legislation 1o give the
SEC or CFTC more authority over derivatives.

Some of Enron's political muscle comes from well-connected members of its team. In 1993, Enron
named Wendy Lee Gramm, a former CFTC chairwoman and wile of Texas Sen. Phil Gramm, to its
board. The collapse has put Ms. Gramm, who is chairsoman of the board's audil commitiee, in the
hotseat. One of Enron's key oulside lobbyists is Ken Raisler, a former CFTC general counsel and now a
law partner at Sullivan & Cromwell in New York. Late last year, Enron hired Linda Robertson, a senior
Clinton administration Treasury official, o head its Washington office.

During the last election, Enron made political contributions of $2.4 million, more than double the nexi-
mast-generous energy and natural-resource company. Republicans got 72% of Enron's contributions.
For the same period, House and Senate agriculture-commitiee members, who oversee commaodities
trading, and other key lawmakers received 350,338, up from 538,256 in the previous election cycle.

All of this gave Enron unmistakable clout, In the fall of 1998, after the LTCM debacle, when MMz, Bom
was gaining support for her effort to press for denvatives regulation, Enron lawyer Mr. Raisler met with
one of Ms. Born's supporters, CFTC Commissioner John Tull. Mr. Raisler asserted that Treasury wanted
Mr. Tull to oppose Ms. Bom's initiatives. Mr. Tull told Ms. Bom about the meeting and that he was
withdrawing his support at Treasury's request, according to people with knowledge of the meeting,

Mr. Raisler confirms he met with Mr. Tull. *I don’t remember what we discussed other than that, I, on
behalf of my clients, said we were dismayed al how Brooksley was handling herself during that period,”
he says. Mr. Tull, who has retired 1o his Arkansas rice farm, didn't return phone calls, Ms. Bom said she
couldn't confirm or deny the incident,

Inn late 2000, Enron won sweeping legislative guaraniees against future regulation of its trading
businesses. People involved in negotiating the Commodity Futures Modemization Act say that Enron
representatives were fanatical about preventing any hint of derivatives regulation. [15 refusal to budge
put it at odds with some moderate members of its own lobbying coalition, including Goldman Sachs and
Morgan Stanley. Mr. Raisler denied that there was any such split.

Engson was so forceful in pushing for energy and metals commodities to be exempled from oversight that
the exemption provision was somedimes referred to by Capitol Hill staff as the "Enron Point,”™ That and
other Enron-friendly provizgions made it into the il

Enron's Mr. Palmer says, "We were never shy about our views" on leaving OTC derivatives trading
unregulated, but he added that many other market participants felt the same way. "Enron,”™ he adds, "is 2
bit of a lightning rod.”

Michael Greenberger, former director of the CFTC's trading and markets division, blames Congress for

giving derivatives dealers a blank check (o operate “opague and nontransparent to the government as a
whole,"

So little is known about the operations of Enron and other derivatives players that its hard to predict the

economic impact of their missteps. "You don't know the leverage of these things. They're playing with
fire," adds Mr. Greenberger, now a professor at the University of Maryland law school, "One of these
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emergencies won't subside.”
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Nickoloff, Peter

From: Schultheiss, Heiddynne

Sent: Monday, Octobes 29, 2001 10000 AM
Ta: Carlaton, Morman; Nickalolf, Peler
Subject: Eurape Energy Firms Sse Wary of Enron
Cretwber 29, 2001

Europe Energy Firms Are Wary of Enron
By REUTERS
Filed at 9:08 a.m. ET

LONDON (Reuters) - Energy companies in Europe are shying away from trading with troubled U.S. energy
group Enron amid concerns about the company's credit status, industry sources said on Monday.

Several large energy groups have frozen their dealings with Enron - one of Europe's biggest gas and power
traders - as they hold urgent talks with the U.5. group ghout setting up new credil arrangements, the sources
said.

"I think Enron's approach is to get the major counterparties back on board as quickly as possible and then hope
the smaller ones will follow," said the head of risk management at one UK utility that halted its trade with Enron
last week,

“They are talking with us about bank letters of eredil,” he said. " The people that are still trading with them are
doing so0 on a very restrictive hasis.”

A spokesman for Enron's European headguarters in London headguarters declined to comment.

Reluctance to trade with Enron in Europe comes as the company tries to rebuild investor confidence afier its
stock hit five-year lows,

Triggering the slide was news last week the U.S. Securities and Exchange Commission is investigating huge
losses relating Lo a privale equily operation run by its former chief financial officer.

Houston-based Enron trades & large amount of its volume in the U.S. and Europe through its Internet
EnronOnline system.

Last Friday the company said trade on EnronOnline was above average levels with more than 8,400 transactions
at a notional value of approximately 54 billien.

Traders said Enron's plight could hit liquidity in Evropean gas and power markets, where liberalization has
unleashed rapid growth in energy trading in the last couple of years.

Ome industry source cited a brokers list showing cight companies in the UK electricity market had put on hold
their rading Enron, which is among the biggest five traders in the market.

In mainland Eurcpe, where Enron has been 2 major driver of liquidity, potential counterparties are treading with
care.

"We are avoiding them as counterparties — either by not trading with them or by using a "sleeve’ (a third party
trader),” said a senior trader at one of Germany's big utilities, who declined 1o be named.
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French traders said wariness about dealing with Enron had dampened higuidity although Enron was still in the
market on Monday morming.

“Enron is a major plaver so counter parties are looking 10 see if there is a problem,” said one French trader.

Copvright 2001 Reuters Lid, <http:/www.online reuters.com'> | Privacy Information
<htp:/www.nytimes,com/info/help/privacy html=
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MNickoloff, Peter

From: Schullheiss, Hedilynne

Sent: Monday, October 28, 2001 10:01 AM
To: Carledon, Morman;, Mickaloff, Peler
Subject: Enron Seeks Additonal Financing
Oetober 29, 2004

Enron Seeks Additional Financing
By RICHARD A, OFPEL Jr.

DALLAS, Oct, 28 - The Enron Corporation, still struggling to reassure investors it can weather a financial crisis
over complicated transactions involving its former chief financial officer, is seeking 51 billion to 52 billion in
additional financing from banks, an industry official said woday.

Last week, Enron, the nation's largest energy-trading concern, used about $3 billion in available credit lines and
spent ahout $2 billion o pay off commercial paper. Now, by obtaining even more financing, Enron is hoping to
convince investors and other energy-trading firms that it will not face a cash squeeze that could lead trading
partners to refuse to extend eredit or do business with it

Enron's board, which has been holding meetings by telephone over the last two weeks to monitor the company's
financial situation, held another meeting this aflernoon. "The board is meeting frequently and will announce any
actions when appropriate,” an Enron spokesman said.

Two weeks ago, Enron disclosed that its sharcholder equity had been reduced by $1.2 billion because of deals
with investment partnerships involving its former chief financial officer, Andrew 5. Fastow, who was ousted
last week. The company also disclosed about 21 billion in separate write- offs, and il said last week that the
Securities and Exchange Commission had made an inquiry into ifs financial accounting,

Enron hopes to maintain its investmeni-grade credit rating, which is erucial to ensuring that other energy traders
continue to do business with it. Lately, Enron's bonds have been trading at prices mare like junk bonds, and two
major credit-rating agencies are considering whether to downgrade the company's rating.

L3

01279

012000000008634



Nickoloff, Peter

R —— __________
From: Hehulthelss, Helddynne
Sent: Monday, October 28, 2001 10:03 AM
To: Carlaton, Morman; Nickoloff, Peater
Subject: Plumbing Mystery of Desls by Enron

Cretober 28, 2001

Plumbing Mystery of Deals by Enron

AT the heart of the sudden collapse in investor confidence in the Enron Corporation are unusual trades it
entered into with partnerships led by its chief financial officer, Andrew 5. Fastow, beginning in the summer of
1999, Because they were transactions among related partics, the company was required to disclose them, but the
diselosures raised as many questions as they answered. Following are some guestions that investors are asking,
and the currently available answers,

(. Why did Enron enter into the deals?

A. Enron's first disclosures, in 199%, gave no reason. In later reports, it said it was seeking to "hedge certain
merchant investments &nd other assets,” by which it apparently meant investments in technology and
lelecommunications companies.

0. How did those invesiments do?

A It looks as if they plunged in value, although there is no clear disclosure on that.

). Why can't that be discemed?

A. The company never said just what the investments were. And the transactions with the parnerships were

complicated, involving a variety of derivative securities, Enron stock and various promissory notes. Enron's
financial disclosures do not provide enough information to understand the arrangements completely.

Q. Why were they so complicated?

A. One reason may have been to use accounting rules to its advantage. One accounting rule dictates that
companies may not record profits or losses on transactions in their own stock. If a company sells its shares at
510 each and then buys them back - whether for $1 or $50 - there is no gain or loss. But sharcholder equity does
o up or down on the balance sheet - in that case reflecting how much extra cash the company took in, or paid
out, on the transactions. Enron's transactions appear to have been structured to fall under that rule.

). Who made money from these transactions?

A. Enron reported some profits along the way from the deals, although not all of the profits were spelled out in
its quarterly filings. And it appears that the parinerships distributed money to investors,

Q. If the deals began in 1999, why all the uproar now?

A, Many investors and analysts were not curious about them when everything seemed to be going well. As long
as Enron was exceeding its forecasted profits each quarter, they were willing to assume that what was not being

disclosed was not really important.
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Q). When were concerns raised with Enron?

A. The complaints grew as Enron's share price fell earlier this vear. By this summer, Enron decided that Mr.
Fastow would sell his stake in the partnerships. Then, because the partnerships would no longer be considered
related to Enron, the company would no longer have to disclose anything about the transactions. But investors
were still wormed, and Enron later closed out its deals with the pannerships.

). How did Enron do?

A. Badly. It took a $35 million loss, which, given the size of the transactions involved and the previous profits
taken, was not very much. But it also reduced shareholder equity by 51.2 hillion.

). How did that happen?

A, That, like 50 much else, is not clear. But it looks as il the partnership owed Enron that much money, could
not pay and was let off the hook by Enron. In return, Enron terminated "previously recorded contractual
obligations to deliver Enron shares in fulure periods.” Enron treated that like a share buyback, even though the
shares in question had not heen issued, and determined that there was no need to treat it as a loss that would
reduce reported eamings.

0. Iz that legal under the accounting rules?

A. Presumably it is. But Enron's limited disclosures make it impossible to say for sure. Enron may have
diseovered ways 1o use the accounting rules to enable it to keep losses off income statements, while leaving
profits on them. That may become clearer when the Secunities and Exchange Commission, which has begun
preliminary inguiries, completes its work, FLOYD NORRIS

Copyright 2001 The New York Times Company_
<http://www nytimes.com/subscribe/help/copyright. html= | Privacy Information
<hiip:www nytimes.com/info/help/privacy. html=
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Oetober 28, 2001

Once-Mighty Enron Strains Under Serutiny
By ALEX BERENSON and RICHARD A. OFPEL Jr.
IS time running out for Enron?

At the beginning of this year, the Enron Corporation, the world's dominant energy trader, appeared unstoppable.
The company's decade-long effort to persuade lawmakers to deregulate electricity markets had succeeded from
California to New York. Its ties to the Bush administralion assured that its views would be heard in Washington.
Its sales, profits and stock were soaring.

And under the leadership of Jeffrey K. Skilling, its chief executive, Enron's arrogance had grown even more
quickly.

The company, based in Houston, dripped contempt for the regulators and consumer groups that stood between it
and fully deregulated markets - for electricity, water and everything else. Everyone would win under
deregulation, Enron said - especially its sharcholders, whose stock would soar as the company profited from
creating new markets.

"We are on the side of angels,” Mr. Skilling said in March, dismissing those who saw the company as a profiteer
in California's energy crisis. "People want to have open, competitive markets. They want fair competition. It's
the American way.”

But less than a vear later, everyhody seems to have lost, especially Enron's investors. Enron's stock 15 plunging,
and questions about its finances are mounting,

Some experts in the energy industry worry that if the crisis at the company worsens, trading in natural gas and
electricity could be seriously disrupted and energy prices could grow more volatile. In a worst-case outlook,
Enron could become the 2001 version of Long-Term Capital Management, the huge hedge fund whose collapse
roiled financial markets during the fall of 1998, Enron's shares have fallen more than 80 percent this year,
erasing 250 billion in sharchaolder value.

Enron closed on Friday at §15.40, down 95 cents, after hitting a $2-week low of $15.04 earlier in the day.

The future of electricity deregulation is in doubt, thanks to blackouts and soaring power prices in California
earlier this year - a crisis that ended only when that state contradicted deregulation’s basic tenets by infervening
deeply in the power market. Enron's efforts to become a profit-making water supplier and to create a new market
in broadband communications capacity have been expensive failures. In August, Mr. Skilling quit, forcing
Kenneth L. Lay, his predecessor as chief executive and still Enron’s chairman, to resume day-to-day control of
the company.

The company declined to make senior executives, including Mr, Lay, available for comment, and asked tha
questions be submitted in writing. Mr. Skilling could not be reached.

Enron's problems boiled over earlier this month, when it disclosed that its shareholders’ equity, & measure of the
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company's value, dropped by 51.2 billion in the last quarter becavse of a deal disclosed only very hazily in
Enron's regular financial statements. The Securities and Exchange Commission is looking into the company's
financial reporting, and some investors question whether Enron has overstated profits al ils primary business of
trading electricity and natural gas.

THE slumyp in the company's shares accelerated afler Enron revealed the fall in its shareholders' equity. On
Wednesday, the company forced out its chief financial officer, Andrew 5. Fastow, who is at the center of the
controversy over Enron's confusing finances. The company, which six months ago seemed to be reaping hillions
of dollars from California's energy crisis, today faces a potential cash crunch.

The surprise about shareholder equity inflamed investors' smeldering concemn about Enron’s opague financial
statements. Now, with Wall Street analysis and bond-rating agencies demanding more information about the
complex transactions that have fueled the company's profits, Enron has been reduced to issuing news releases
assuning investors that it has adequate access to cash,

Enron does nol appear to be in immediate danger of running out of cash. On Thursday, the company drew down
25233 billion eredit line it had previously arranged with a group of banks led by Citigroup and . P. Morgan
Chase, which have each extended at least 3400 million. But because of Enron's importance in the natural gas
and electricity markets, industry experts say that any problem at the company could disrupt energy trading
nationwide.

The supply of natural gas and electricity would probably not be affected even if the company failed, because
Enron is mainly a trader, rather than a producer, of energy. But a crisis at the company might increase the
volatility of energy prices, which have swung wildly in the last year,

Philip K. ¥erleger Ir., an energy- markets cconomist, emphasized that he thought Enron would survive this
crisis. But he said it was not clear what would happen if Enron ran out of cash or if traders that use the
company’s EnroenOnline Internet trading marketplace defaulted on their obligations.

"You suddenly have all these positions they have taken on there - are they good? Are the firm's hedges good?
What's the situation?™ br. Verleger smd. "I gol everyone scared,”

In the short run, Enron's credit rating may be its biggest problem. If the company’s rating falls below investment
grade, Enron could be forced to issuc tens of millions of shares of stock to cover loans that it has guaranteed.
But creating new shares would make the shares that already exist less wvaluahle, because those shares would no
longer represent fall ownership of the company.

A drop in the company's credit rating could also prompt other energy traders and producers (o back away from
doing business with Enron, hurting the company's sales and profits.

Enron's credit rating stands several notches above the critical point. But its bonds, which are publicly traded,
have fallen so low that they are now offering interest rates of almost 10 percent, comparable with many junk
bonds, Twao of the three major credit-rating agencies, Moody's Investors Service and Fitch Investors Service,
have put Enron's bonds on review for possible downgrades.

"The issue that's in the front of everybody's mind right now 15 credit,” said Mark Gurley, senior vice president
and generzl manager for trading at Aquila Inc., one of the nation's largest energy traders. Aquila is based in
Kansas City, Mo,

For now, Aquila and other major energy traders and producers, including Reliant Energy, the El Paso
Corporation, and Dynegy are continuing to do business with Enron. And Mr. Gurley said that Enron's own
trading in the eleciricity and natural gas markeis did not suggest the sort of frenzied selling reminiscent of the
collapse of Long-Term Capital Management in 1998,
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"They haven't done anything trading-wise that gives me any indication they are closing their books down,” he
sapd.

Sull, some executives at other companies said they were looking more carefully at transactions with Enron,
especially long-term contracts, They also said risk-management and credit officers were calling each other
regularly to discuss the situation.

Mark Palmer, an Enron spokesman, said on Friday that no energy- trading company had stopped doing business
with Enron, He declined to say whether any of the company's trading partrers had suspended or altered credit
terms. He said the company was conlinuing 1o see notmal volumes of business.

But the crisis that Enron will face if its credit rating is downgraded is just a symptom of the higger problem the
company must confront, For years, the details of Enron's finances have been a mystery even to the Wall Strect
analysts whose job it is to follow the company, and to the investors who own its stock and bonds. When Enron’s
profits were soaring and it was creating lucrative new markets, shareholders did not seem 1o care about the
impenedrability of its financial statements.

Now they do. Yet the company scems incapable of offering straight answers to the questions investors ask.

To others in the industry, the opaqueness of the company's financial statements parallels Enron's efforts to keep
its energv-trading business lightly regulated and free of disclosure requirements. Though they do not expect
Enron to crumble like Long-Term Capital Management, they say that, like the giant hedge fund, Enron uses a lot
of debt, regulatory oversight is limited and outsiders have a difficult time figuring out its finances.

The most pressing concerns are a series of partnerships and trusts Enron created to move some of its assets and
debt off its balance sheet. With names like Marlin and Osprey, the partnerships have at least $3.3 billion in
bonds outstanding, backed by assets like a stake in Azurix, Enron's water company subsidiary. Enron has
promised that if the parmerships’ debts exceed the value of their assets, Enron will issue encugh new shares o
make up the difference.

DEALS with partnerships formed by Me. Fastow, who was chief financial officer when they were organized, led
to the $1.2 billion write-ofT in shareholders' equity that Enron announced last week. The company has offered
only skimpy details of its transactions with those partnerships.

Enron ended its relationships with those partnerships in the last quarter, after being criticized by sharcholders. In
the process, it wrote off a promissory note that it had carried on its books, reducing its shareholders’ equity by
%1.2 billion. But, because of complex accounting rules, the transaction was not apparent in Enron's quarterly
CAMMINEs report.

The transaction disturbs investors because it suggests that Enron may have found a way to hide losses, throwing
the accuracy of its financial statements into question. When Enron released third-quarter earnings on Oct, 16, it

a loss from $1 billion in write-offs on failed investments. The eamings statement did not mention the
additional 1.2 billion equity write-down. But the company said its core business had been solidly profitable,
and ils shares rose.

In a conference call with analysts after the announcement, Mr. Lay, Enron's chairman, also disclosed the
reduction in shareholder equity. The reference was a brief one, however, and some listeners did not catch it.
Those analysts were angered when they found out the next day what Enron had done, and many were confused
by the accounting procedure, Enron's stock began to slide, and investors clamored for more information about
the write-off. But so far, the company's efforts lo clear up the situation have further unnerved investors.

Mr. Lay has met with investors during the last two weeks 1o try to explain the deals, but some on Wall Street say
they have come away with doubts about Mr. Lay's grasp of the situation. They say that the two people at Enron
who appear to have been most knowledgeable about the deals - Mr, Skilling and Mr. Fastow - have both left the
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COHmpant.

In &n interview in late August, Mr. Lay said he did not know some details about the deals involving Mr. Fastow.
In response to one question about them, he said, "You're getting way over my head.”

Mr. Palmer of Enron disputed any suggestion that Mr. Lay did not have a grasp of the invesiments at issue,
saying Mr. Lay was handicapped in talking about them because of the 5. E.C. investigation. "There is not a
whole lot we can say, or should say, about them,” Mr. Palmer said. He also said the company expected to
generate aboul $3 billion in cash through asset sales by the end of next year,

In a conference call on Tuesday, analysts pressed Mr. Lay and other top Enron executives to reveal more
information about the LIM write- down and its other partnerships. Instead, they offered only vague explanations
of the deal, leaving Wall Street worried that more write-offs might be coming,.

David Fleischer, a Goldman, Sachs analyst and a longtime supporter of the company, was among those who
came away concerned. "If Enron is unable to clarify its ofl- balance-sheet transactions and restore confidence in
the very near term by assuring investors that no more surprises are forthcoming that would affect the balance
sheet or liguidity position, then the company will likely lose access to the capital markets,” he wrote in a
research note after the call.

To try to reassure investors, Enron said late Thursday that EnronOnline, its Inlernet-based trading exchange,
exccuted more than 8,400 trades that day, a higher-than-normal volume.

“We know we have our work cut out for us if we are 1o rebuild our credibility with the investment community -
and we're working on that," Mr. Lay said in a statement. "Bul in the meantime, the best evidence of our strength
is the willingness of customers to bring their business to Enron "

But those reassurances apparently are no longer enough for Wall Street. Enron’s stock tumbled almost 6 percent
Friday. to its lowest levels in six years.

Mow analysts are scrambling to figure out the extent of Enron’s off- balance-sheet debt and to assess the risk that
the company will have to issue new shares to make good on its parinership guarantecs.

Carol Coale, an analyst at Prudential Securities in Houston, caleulates that Enron may have close to 39 billion in
off-halance-sheet debi. She said that Enron had for two years been trying to sell about 36 billion in foreign
assets - including properties in Latin America and & power plant in India embroiled in a dispute with the state
government - and she worries about those prospects for sale in light of Enron's problems and the souring
COOMOMY.

" As Enron is forced to sell assets o keep the ratings agencics off their backs, they may have to write those assets
down,” Ms. Coale said. On Wednesday, she downgraded her rating on Enron to "sell” from "neutral.”

"The bottom line is, it's really difficult to recommend an investment when management does not disclose the
facts,” Ms. Coale said.

Short-sellers, who attacked Enron's accounting even before the company disclosed the write-off, say the
company’s problems may run even deeper than analysts fear. Enron may have used the partnerships not just to
finance money-losing investments but to hide losses in its core trading business, they say.

“The compeny still isn't disclosing enough to know whether the core business, the trading business, is
profitable,” said Mark Roberts, director of research at Off Wall Street, which recommended shorting Enron's
stock on May 7, when it stood at $59.43, "The issue remains: why are they doing these transactions? Our theary
has been that the core operations aren't that profitable.”

James Chanos, a leading short- seller who has bet that Enron's stock will fall, said, "Is Enron booking gains
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when it has real profits, but hiding the losses when deals go against it?" Mr. Palmer of Enron said the company
stood by its reported energy-trading profits.

Even traders at other energy companies say they do not have a clear picture of Enron's positions. Enron
maintains that it is in no danger of being wiped out by a sharp move in electricity or gas prices because it keeps
its trading book balanced - meaning the energy it has agreed to sell is offset, in roughly equivalent amounts, by
enerey it has agreed to buy,

"With these guys. they tell us - and all you've got is their word - that they're hedged,” said Mr. Verleger, the
economist.

IN fact, Enron has lobbied forcefully over the vears to limit regulation and disclosure of its trading operations.
Last year, the company successfully lobbied Congress o effectively ensure that its Internet- trading platform
would be exempted from regulation by the Commaodity Futures Trading Commission,

Enron and other power traders do file limited information in reports to the Federal Energy Regulatory
Commission, the agency that oversees wholesale clectricity and natural gas markets. But the commission does
not keep track of specific transactions and prices.

Large-scale energy trading has existed for only about a half-dozen years. Enron pioneered the business, and now
dominates it, accounting for about one-quarter of all trading in the United States.

Before Congress and federal regulators opened up the market for wholesale electricity, @ process that began in
earnest 3 decade ago, the power business was a simpler affair. Utilities were given areas of monopoly service,
and their rates - and ability to deliver enough electricity - were overseen by state regulators, But with the move
te deregulate the business, independent and unregulated generators and traders have flourished, providing an
ever-growing portion of the nation's power.

Heginning in the 1980's, the sale and transportation of natural gas was also deregulated, spurring Enron, which
used to be primarily a gas-pipeline company, to move into the trading business.

The company's shift to trading gas and elecircity accelerated in the mid-1990's, with the ascension of Mr.
Skilling, who became chief executive in February, just six months before his unexpected resignation.
Underscoring the change in direction, in sccurities filings this year Enron described its principal business as
"sccurity brokers, dealers and flotation.” Before, it had said it was in the business of “wholesale-petroleum and
petreleum products.”

For most of its ascent, Enron reported outstanding profit figures and Wall Street accepted them with pleasure. A
vear ago, when it disclosed the first transactions with partnerships led by Mr. Fastow, the company's former
chief financial officer, analysts who asked questions were told that the deals were routine and were being
disclosed only hecause of Mr. Fastow's involvement.

Enron does not appear to face an immediate cash crunch. But the bank credit lines that it drew on last week to
pay off its short-term debt will have to be renegotiated next spring. The controversial partnerships do not have
to pay their debts until the following year - unless Enron loses its investment-grade credit rating before that.

ENRON will also need to maintain its large trading positions, which could suffer if participants in those markets
grow more nervous about Enron's credit. When Long-Term Capital was stumbling in 19948, some Wall Street
rivals sold the securities they thought Long-Term owned, trving to force Long-Term o sell its positions quickly
and at a loss. Something similar in energy markets might be possible. If so, Enron might find, &5 Long-Term
did, that positions that should offsct cach other do not.

Enron's new chief financial officer may vet persuade investors that in fact the company's profits are real, and that
its condition is better than the shert-sellers believe. As questions are answered, confidence, and the share price,
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could rebound.

But for now, investors are skittish, and some competitors are eager to take advantage of Enron's plight.
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(retabeer 27, 2001

How to Lose a War
By FRANK RICH
Welcome back to Sept. 10,

The "America Strikes Back" optimism that surged after Sept. 11 has now been stricken by the multitude of ways
we're losing the war at home. The F.B.L has proved more effective in waging turf battles against Rudy Giulian
than waging war on terrorism. OFf the more than 900 suspects arrested, exactly zero have been criminally
charged in the World Trade Center attack (though one has died of natural causes, we're told, in a New Jersey jail
cell). The Bush team didn't fully recognize that a second attack on America had begun until more than a week
after the first casualty. The most highly trumpeted breakthrough in the hunt for anthrax terronsts - Tom Ridge's
announcement that "the site where the letters were mailed” had been found in New Jersey - proved a dead end.
And now the president is posing with elementary-school children again.

Given that this is the administration that was touted as being run with C.E.O. clockwork, perhaps it should be
added to the growing list of Things That Have Changed Forever since Sept. 11. But let's not be 5o hasty. Not
everything changes that fast - least of all Washington. The White House's home-fronl [ailures are not sudden,
unpredictable products of wartime confusion but direct products of an ethos that has been in place since Jan. 20,

This is an administration that will let its special interests - particularly its high-rolling campaign contributors
and its noisicst theocrats of the right - have veto power over public safety, public health and economic prudence
in war, it turns out, no less than in peacetime, When anthrax struck, the administration's first impulze was not to
secure as much Cipro as speedily as possible to protect Americans, but to protect the right of pharmaceutical
companies to profiteer. The While House's faith in tax culs as & panacea for all national ills has led 10 such
absurdilies as this week's House "stimulus” package showering $254 million on Enron, the reeling Houston
energy company (now under S.E.C. investigation) that has served ag a Bush campaign cash machine.

Adrport security, which has been enhanced by at best cosmetic tweaks since Sept. 11, is also held hostage by
campaign cash: As Salon has reported, ServiceMaster, a supplier of the low-wage employees who ineptly man
the gates, is another G.O.P. donor. Not that Republicans stand alone in putting fat cats first. In a display of
bipartisanship, Democrats - lobbied by Linda Hall Daschle, the Senate majority leader's wife - joined the
administration in handing the airlines a $15 billion bailout that enforces no reduction in the salaries of the
industry’s C.E.O.'s even as they lay off tens of thousands of their employees,

To see how the religious right has exerted its own distortions on homeland security, you also have to consider an
administration pattern that goes back to its creation - and one that explains the recent trials of poor Tom Ridge.

Mr, Ridge is by all accounts a capable leader - a successful governor of a large state (Pennsylvania) who won
the Bronze Star for heroism in Vietnam. A close friend of George W, Bush, he should have been in the
administration from the get-go, and was widely runrored to be & candidate for various jobs, including the vice
presidency, But after being pilloried by the right because he supporis abortion rights, he gol zilch. Instead of Mr.
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Ridge, the administration signed on the pro-life John Ashcroft and Tommy Thompson - who have brought us
where we are today.

The farcical failures of these two cabinet secretaries are not merely those of public relations - though Mr,
Thompson often comes across as a Chamber of Commerce glad- hander who doesn’t know his pants are on fire,
and Mr. Asheroft often shakes as if he's not just seen great Caesars ghost but perhaps John Mitchell's as well.
Both have a history of lelting politics override public policy that dates to the start of the administration. They've
seen no Teason to reverse their partisan priorities even at a time when the patriotic duty of effectively fighting
terror should be their Mo, 1 concern.

Pre-Sept. 11, Mr. Thompson, in defiance of science, heartily lent his credibility to the Bush administration’s
stem cell "compromise™ by going along with its overstatement of the viability and diversity of the stem cell lines
it would deliver to researchers, Post-Sept. 11, he destroyed his credibility by understating the severity of the
anthrax threat, also in defiance of science, Now he maintains that the $1.5 billion the administration is
requesting to plug the many holes in our public health system - almost all of it earmarked for stockpiling
pharmaceuticals, not shoring up local hospitals - is adequate for fighting bioterrorism. This, too, 15 in defiance of
all expert estimates, including that of the one physician in the Senate, the Republican Bill Frist.

It should also be on Mr, Thompson's conscience that for the first two weeks of the anthrax crisis he kept the
federal government's house physician - David Satcher, the surgeon general and a much-needed honest broker of
public health - locked away, presumably because Dr. Satcher, a Clinton appointee, became persona non grata in
the Bush administration for issuing a June report on teenage sexuality that angered the religious nght. Only after
Mr. Ridge arrived on the scene was the surgeon gencral liberated from the gulag.

As for Mr. Asheroft, he has gone so far s 1o turn away firsthand information about domestic terrorism for
political reasons. Planned Parenthood, which has been on the front lines of anthrax scares for years and has by
grim necessity marshaled the medical and security expertise to combat them, has sought a meeting with the
attorney general since he took office bul has never been granted one. This was true not only before Sept. 11 but,
says Ann Glazier, Planned Parenthood’s director of securily, remains frue - even though her organization, long
targeted by such home-grown Talibans as the Army of God, has a decade's worth of leads on "the convergence
of international and domestic terrorism.”

Ms, Glazier found the sight of Mr. Asheroft and other federal Keystone Kops offering a 51 million reward for
anthrax terrorists a laughable indication of how little grasp they have of the enemy. "Religious extremists don't
respond to money,” she points out. Such is the state of the F.B.1., she adds, that one agent told a clinic to hold
onto a suspect letter for a couple of days "because we have so many here we're afraid we're going to lose it
{perhaps among the Timothy McVeigh documents),

If either the attorney general or the secretary of health and human services inspired anything like the confidence
that, say, Mayor Giuliani does, there wouldn't have been a need to draft Mr. Ridge. Even so, he's mainly a P.R.
gimmick - 2 man who should have been in the administration in the first place reduced to serving as a fig leaf
for lightweights, As director of homeland security, he's allegedly charged with supervising nearly 50
govermnment agencies - so far with roughly a dozen staff members. When asked to define Mr. Ridge's
responsibilities, Ari Fleischer said on Wednesday that it was "a very busy coordination job," but so far Mr,
Ridge is mainly sowing still more confusion,

The one specific duty that he has claimed - in an interview with Tom Brokaw - was that he'd be the one "making
the phone call” to the president to shoot down any commercial airliner tumed into a flying bomb by hijackers.
That presumably comes as news to Donald Rumsfeld, who made no provision for any homeland security czar in
the Air Force chain of command he publicly codified days after Mr. Ridge's appointment.

Since the administration tightly metes out the news from Afghanistan, we can only hope that the war there is
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being executed more effectively than the war here - even as Mr. Rumsfeld and his generals now tell us that the
Taliban, once expected to implode in days, are proving Viet- Cong-like in their intractability. The Wall Street
Joumal alse reported this week that "instead of a thankful Afghan population, popular support for the Taliban
appcars to be salidifying and anger with the ULS. growing.”

Maybe we're losing that battle for Afghan hearts and minds in part because the Bush State Department appointee
in charge of the propaganda effort is a C.E.Q. {from Madison Avenue) chosen not for her expertise in policy or

politics but for her salesmanship on behalf of domestic products like Head & Shoulders shampoo. If we can't
effectively fight anthrax, [ guess it's reassuring 1o know we can always win the war on dandrufT.

Copyright 2001 The New York Times Company
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Enron Ousts Finance Chief as S.E.C. Looks at Dealings

By FLOYD NORRIS

The Enron Corporation, its stock battered by a sudden loss of investor confidence, yesterday ousted its chief
financial officer, Andrew 5. Fastow, whose involvement in complicated transactions with Enron has drawn the

scrutiny of the Securities and Exchange Commission,

"In my continued discussions with the financial community, it became clear to me thal restoring investor
confidence would require us to replace Andy as C.F.0.," Kenneth L. Lay, Enron's chairman and chief executive,
said in a statement announcing the change. Only one day before, Mr. Lay had told investors in a conference call
that he and the Enron board "continue to have the highest faith and confidence in Andy."

The company said that Mr. Fastow had taken a leave of absence, but it also named his successor, Ieffrey
MeMahon, the head of Enron's industrial markets group and a former corporale treasurer.

Enron said none of the officials were available for interviews last night.

The move came after the close of trading on the New York Stock Exchange, where Enron's shares fell 33.35, to
%1641, The price has been cut in half since Oct. 16, when Enron reported its third-quarter camings. A 51.2
billien reduction in sharcholder equity brought on by ending some relationships with partnerships that Mr.
Fastow had headed was not disclosed in the earnings news release. Mr, Lay briefly mentioned it in the
conference call that followed, but some analysts thought he was referring to a separate 51 billion write-off that
was disclosed in the earnings document, and were angered when they later leamned about it.

On Tuesday, when both Mr. Fastow and Mr. Lay discussed the company with analysts on the conlerence call,
neither was willing to discuss details of the transactions between Enron and the partnerships formerly controlled
by Mr, Fastow. Mr. Lay cited the S.E.C. inquiry in declining to discuss the details of the transactions.

The fact the transactions took place has been known for a year, but Enron's disclosures have been widely
criticized for being impossible to understand.

By structuring the deals as involving forward commitments to deliver Enron stock, it appears that Enron was
able 1o assure that losses on them would not lead to reported losses, but instead to reductions of shareholder
equity that had no effect on the income statement, That is one of the issues the 5.E.C., whose inguiries were
disclozed Monday by the company, is expected 1o address.

Concems have also grown this week over whether Enron will face losses from complicated financing strategies

that kept hillions of dollars of debts off its balance sheet but left the company responsible for paying - either in
cash or with stock - il things went wrong. On Tuesday, Mr. Fastow assured investors that the company "expocts
to continue to have sufficient liguidity to meet normal obligations,” and said it had bank credit lines that were
mare than adequate.

Mr, Fastow was viewed as one of the architects, with Jeffrey K. Skilling, the former Enron chief executive who

56 01292

0120000000064 7



resigned in August, of the change in business strategy that turned Enron from a gas-pipeline company into a an
energy trading powerhouse that developed a large Wall Street following. Its stock price peaked in the summer of
2000 3t BO0.75.

According to a person close to the company, while Mr. McMahon, Mr. Fastow's successor, was Enron's
treasurer, he told Mr. Skilling, who at the time was the chiel aperating officer, that he thought the partnerships
involving Mr. Fastow presented a contlict of interest. After that discussion, Mr. McMahon moved to a different
job at the company, this person said.

Shares of Enron traded as low as §15.51 vesterday afternoon, the lowest price for the stock since early 1995,
before recovering. In after- hours trading, they fell to 316.14.

One of the factors that hurt the stock yesterday was a decision by M. Carol Coale, an analyst at Prudential
Securities, to drop her rating to "sell” from "hold.” She had lowered the rating to “hold” from "buy” on Monday.

" After the 5.E.C. inguiry was announced,” she said in an interview vesterday evening, "Enron should have
addressed it by delivering a scapegoal, as a gesture to the Street. Now they are replacing him today. The timing
is a little late, but [ think it will be received positively by the Street.”

But she said that investor sentiment might work the other way. "People could fear that if vou remove Fastow
from the management team, you'll never get any answers.”
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Nickoloff, Peter

——————— ————————
From: Schulthess, Heddilynne
Sent: Manday, Oclober 20, 2001 3:58 PM
Ta: Carledon, Marman; Mickalaff, Peter
Subject: Enron Trigs to Dismiss Finance Doubls

Oetober 24, 2001

Enron Tries to Dismiss Finance Doubts
By FLOYD NORRIS

Enron has ample access lo cash, the company’s chief executive said yesterday as he assured investors that there
was no need for additional write-offs stemming from unusual financing activities,

In a conference call with investors that was hastily scheduled after Enron's stock plunged on Monday, the chief
executive, Kenneth W, Lay, strongly defended the company's chief financial officer and said there was no
conflict of interest involved in transactions that the Securnities and Exchange Commission was looking into,

Bul he refused 1o go into detail on the transaction that Enron made with partnerships run by Andrew S. Fastow,
the chief financial officer. In addition, Mr. Fastow, while declaring that Enron "expects to continue to have
sufficient liquidity to meet normal obligations," declined to answer any guestions about it.

The conference call, which began just as trading opened on the New York Stock Exchange, at first seemed to be
reassuring investors, Within minutes of the beginning of the call, the share price rallied to $23.25. But il soon
began falling, and ended the day down 86 cents, at $19.79. The day’s low of 519.62 was the lowest since Jan.
12, 1998, and was down 78 percent from the high set by the stock in the summer of 2000.

Until recently, most investors focused on the company’s reporied operating earmings, which showed good results
as it became a leading player in energy markets. But the focus has shifted to a series of transactions, some
involving off-balance- sheet financing, One, involving partnerships controlled by Mr. Fastow, led to a $1.2
billion reduction in shareholder equity that raised concern last week and led to S.E.C. inquiries that the company
disclosed on Monday.

Ome of the company's sirongest supporiers has been David Fleischer, an analyst at Goldman, Sachs. But he 1old
Mr. Lay on the call yesterday that Enron had to be more forthcoming with information. "There 15 an appearanee
that vou are hiding something,” he said,

After the call, Mr. Fleischer expressed disappointment. "They've engaged in a number of lransactions that one
wonders ahout, and that are hard to understand,” he said in an interview. "They have not been as forthcoming in
explaining them” as is needed, he said. But he said he was still recommending the stock. “I don’t think
accountants and auditors would have allowed total shenanigans,” he said. "In the absence of total shenanigans
going on at this company, there is tremendous value here.”

Mr. Lay cited the S.E.C. inguiries as a reason for not discussing defails on the fransactions involving the
partnerships that were controlled by Mr. Fastow. But he emphasized that both he and the company’s board

“continue to have the highest faith and confidence in Andy.”

Mr. Lay said that auditors from Arthur Andersen had carefully reviewed Enron’s reporting in conjunction with
another off-halance-sheet vehicle, called Marlin. That company owns one-third of Azunx, an Enron subsidiary
that owns Wessex, a British water ulility. The auditors "have determined there is no write-down required,” he
said under questioning by Richard Grubman of Highfields Capital Management, & money management firm,
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Mr. Grubman said that Marlin owed almost 31 billion on debt that was guaranteed by Enron but had no assets
other than the Azurix stake. Noting that Enron had paid about $300 million to buy a third of Azurix from public
sharcholders and had since taken write-downs on its investment in Azurix, Mr. Grubman asked why the
company was not seiling up reserves 1o cover its exposure on that debt, which under a complicated arrangement
could end up being satisfied through the issuance of Enron shares.

Mr. Lay said that no action was needed but declined to address details. Eventually he cut off Mr. Grubman, *I
know vou're trying to drive the stock price down, and you've done a pretty good job of it,” Mr. Lay said. "But
let's move on to the next question,”

Mr. Fastow said the company was having no problem issuing commercial peper and had $1.85 billion in sech
debt outstanding. He said it was backed by $3.35 billion in bank lines of credit, of which $1.75 billion will
expire next May il it is not renewed.

Mr. Lay said he was sorry about "the misunderstanding” that resulted when his brief mention of the $1.2 billion
reduction in sharcholder equity in a conference call last week was not noticed by some analysts, That reduction
would have been apparent if the company had released its balance sheet with the eamings report, but it did not.
He said the company would consider releasing balance sheets with eamings repors in the [uture, but made no
promises.

The large reduction in sharcholder equity did not affect reported earnings, and so was not in the camings release.
But it raised concemns that some of the sophisticated financing techniques used by the company might be
effectively keeping losses off the carnings statement. The 5.E.C. is expected to look into whether the accounting
for that transaction was correct.

After one questioner on the call said it would be easier 1o understand Enron if it released financial statements for
the special purpose vehicles that were set up to enter into such transactions as Marlin, Mr. Lay said the company
“will look into providing" such statements.
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Nickoloff, Peter

—————
From: Schullheiss, Heidilyring
Sent: Monday, Octaber 29, 2001 4:.02 P
Tais Carkalon, Morman, Nickoloff, Peter
Subject: Whire Did the Value Go at Enron?
Cretober 23, 2001
Where Did the Value Go at Enron?
By FLOYD NORRIS

What really went on in some of the most opagque transactions with insiders ever seen?

Wall Street has been puzzling over that since Enron released its quarterly camings a week ago. Yesterday shares
in Enron plunged 55.40, to $20.65, after the company said that the Securities and Exchange Commission was
locking into the transactions,

The reaction was in some ways puzzling. Given the questions that have been raised since the eamings
announcement - some of them prominently featured in The Wall Street Journal - it was likely that the S.E.C.
would begin a preliminary inguiry.

Whether it will go farther than that is not clear, but if nothing ¢lse the slide in Enron shares over the last week
shows the hazards that can confront a company that allows word of & major reduction in its balance sheet value
to dribble out. Enron's shares rose 67 cents, to $33.84, last Tuesday, as investors first reacted to the eamings
announcement. But since then they have fallen 513,19, or 39 percent.

The 51.2 billion reduction in shareholders' equity was not mentioned in a news release Enron issued on its
quarterly earnings last Tuesday. It was briefly mentioned in a conference call with analysts, but many of the
listeners seem to have not noticed that, wrongly thinking Kenneth L. Lay, Enron's chairman and chief executive,
was referring to a §1 billion write-off that was disclosed in the earnings release.

When questions were asked in the following days, the explanations were less than thorough. Enron explained
that the reduction in shareholders' equity was related to the termination of "structured finance vehicles”
involving partnerships that had been controlled by the company's chief financial officer.

"Both the debt and the equity people are looking for more clarity about how the company goes about its
business,” said Ralph Pellecchia, a credit analyst at Fitch Investors Service. He added that the issuc of the
company’s "credibility related to this transaction really seems to have a life of its own."

Enron declined yesterday to allow any officials to be interviewed about its financial reports. But last night it said
Mr. Lay would hold another conference eall with investors at 9:30 am. today.

The company's earlier disclosures regarding the parinerships baffled many analysts. They referred to such things
as "share settled costless collar arrangements” and "derivative instruments which eliminated the contingent
nature of existing restricted forward contracts” The disclosures said the company entered into the fransactions
“io hedge certain merchant investments and other assets."

It appears that Enron was able to report profits from them, even though the underlying assets included
investments that declined in value. The Wall Street Joumnal, citing reports the partnerships made to institutional

investors, has reported the partnerships did well enough 1o make large cash distributions to their investors.
Enron officials in recent days have refuged to discuss the arrangements in any detail.
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Ome of the questions that the 3.E.C. may look into is whether the termination ol those transactions should have
been treated as & balance sheet item, or whether it should have been taken as a loss that affected reported
camings. An 5. E.C. spokesman declined 1o comment.

Under accounting rules, a company’s transactions in its own sheres cannol produce profits or losses, whatever
the effect on cash flow. So a company that gells itz shares for $10 each, and buys them back at $50, or at 51, will
report no earnings effect. Enron said that the reduction to shareholders equity, and a related reduction in notes
receivable, "is the result of Enron's termination of previously recorded contractual obligations to deliver Enron
shares in future periods.”

Stephen Moore, an analyst with Moody's Investors Service who has put Enron’s debt on review for a possible
downgrade, said that while some of the details were not clear, "Essentially, Enron's promise was that a certain
amount of Enron's shares would be worth 51 billion. The shares plummeted, and they were not™ worth that
much.

Enron emphasizes its own version of eamings, which leaves out some expenses, and directs attention away from
its balance sheet, which is disclosed only in 8.E.C. filings, not in the carnings news release. The reduction in
shareholders' equity would be shown only on the third-quarter balance sheet, which has yet to be released.

Earlier this year, Jeffrey Skilling, then Enron's chief executive, reacted strongly when a questioner on a
conference call challenged the failure to provide balance sheet numbers when earnings were released. He called
the questioner a common vulgarity that surprised many listeners. Mr. Skilling later resigned for what he said
were personal reasons and Mr. Lay, the chairman and former chief executive, took back the latter title,

While Enron was riding high, its often difficuli-to-understand reports were generally seen as not being a
problem. The company appeared to be the dominant force in the business of energy trading, and o be able to
produce phenomenal profits. When Mr., Lay was reported as having played an important rele in formulating the
Bush administration's energy policies, the aura was only enhanced. In January, the shares traded for 384,

But now, with some of the company's ventures clearly having run into problems, it appears that investors are
growing less willing to accept the company’s reports. That the partnership transactions were disclosed at all was
because of the involvement of the chief financial officer, and some have wondered if there might have been
similar deals with others.

Mr. Lay has promised to make the company’s financial reports easier to understand, and [agt week's report was at
first praised by some analysts for deing just that.

In a news release yesterday, Mr. Lay said the company welcomed the 5.E.C.'s request for information. "We will
cooperate fully with the S.E.C. and lock forward to the opportunity to put any concern about these transactions
o rest,” he said.
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l‘di:knlnff, Peter

————
From: Schullheiss, Haidilynne
Sent: Monday, Cctober 24, 2001 405 PM
Ta: Carleton, Morman; Nickoloff, Peter
Subject: MWYT Abstract: Enron Reports 51 Bilon In Charges And a Loss
FREE ABSTRACT PREMIUM ARCHIVE

October 17, 2001, Wednesday Enron Reports 51 Billion In Charges And a Lass By KENNETH M. GILPIN Saurce: The New
York Times Section: BusinesaFimancial Desk 619 words Abstract Enron Cosp posts third-guarier loss becawse of mose than 31
Billiom in ene-fime charges for vorious businesses; net loss was 3618 million in contrast to net income of 3292 million vear earlier,

reveewe rose 59 percent, to $47.6 billion, from 530 billion last year (M) Lead Paragraph The Enren Corporation, the nation’s
leading whobesale clectricity marketer and natural gas wrader, posted a thurd-guarter loss yesterday because of more than 51 billion i

one-fime charges for various businesses. The company reporied a net loss of 36, Purchase Full Text of Article
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Mickoloff, Peter

— e ——
Fram: Schultheiss, Heidilynne

Sant; Wednesday, Oclooer 31, 2001 9:37 AM

To: Carledon, Norman, Mickalall, Peter

Subject: MY Times OpEd: Regeal of AMT and Banefit to Enran

October 31, 2001 The U]]E_—E}’_Eﬂ Man ey parL KRUGMAN _Eumer'i!r-'here 1 read that to really understand
legislation you have to look for the clause giving special consideration to one-eved bearded men with a limp -
that is, you have to look for the provision that tums a bill ostensibly serving a public purpose into a giveaway
for some special interest. Most of the commentary about the "stimulus” bill passed by the House last week
focuses on the huge benefits it lavishes on giant corporations. But that doesn't tell us much about the specific
interests being served. What's good for corporate America is good for General Motors; it would be hard to
devise a hill that consists mainly of corperate giveaways without giving a lot of money to the biggest
companies. To understand what the bill is really about, you have to look at the big payefTs to not-so-big
companies. One piece of the bill is custom- designed to benefit a small group of multinational financial firms.
Another is clearly there for the sake of certain health insurers. But the most remarkable thing is how much of the
benefit from repeal of the alternative minimum tax - a measure that is also included in the Bush administration’s
supposed stimulus plan, and which seems 1o be one of the administration’s key priorities - goes to companies
that are not all that big. For example, it's not too surprising that calculations by Citizens for Tax Justice show
General Motors, with its 380,000 workers, geiling a check for 3800 million. But it's quite amazing that TXL

{ formerly Dallas Power and Light), a company with only 16,000 employees, would get a check for S600 million.
And there are a number of medium-sized companies that, like TXLI, are in line for surprisingly big benefits,
These companies include ChevronTexaco, Enron, Phillips Petreleum, IMC Glebal and CMS Energy. What do
they have in common? Well, they tend 1o be in the energy or mining businesses; and they tend to be based in or
near Texas, In other words, the one-eyed bearded man with a limp looks a lot like Dick Cheney. There is almost
certainly a lot of overlap beiween the companies that would denive large benefils from alternative minimum tax
repeal and those that would have received large subsidies under the energy plan devised by Mr. Cheney’s task
force. You may remember that the administration, in apparent defiance of the law, refused to make the records
of that task force's meetings available to Congress; that's one of those issues that seems to have been dropped
after Sept. 11. And I guess it's superfluous to point out that the big winners in all this seem to be companies that
gave large, one-sided donations to the Republican Party in the last election. (This is not to suggest that
Democrats are any less susceptible to the influence of money.) To me, the story of the Bush administration is
starting to look like the plot of "Victor/Victoria." First we had a candidate who was supposed to be a moderate,
Then we leamed, or thought we leamed, that this was a mask; he was really a hard-line conservative who
pretended to be a moderate in order to gain office. But the latest economic proposals from the administration,
like the Cheney energy plan, don't look as if they came [rom serious free-marketeers. They don't make sense in
terms of either demand-side or supply-side economics, but they do give a lot of money to certain companics. So
maybe ideclogy was just another mask for someone who was really the candidate of corporations - not
corporations in general, but a small group of companies with a quite specific set of business interests - and who
is only pretending to be a hard- line conservative who pretended to be a moderate in order to gain office. It's an
interesting and all too plausible picture. But it's a picture that most people will never see on their TV, and that
many people would refuse to accept no matter how strong the evidence. That, of course, is what makes the
whole thing pessible, In the land of the blind, the one- eyed bearded man with a limp 15 king. In last
Wednesday's column | said the "original” war bonds were issued during Waorld War I1. In fact, war bonds were

also issued during the Civil War and World War I, I don't think this affects the argument. Copyright 2001
The Mew York Times Company
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Nickoloff, Peter

S —
From: Carlefon, Marman
Sant: Wedneaday, November OF. 2001 3207 PM
To: Schulthaiss, Heldilynne; Nickoloff, Peter
Subject: WEL Dynegy In Talks To Put About 2B Into Enron Mow

Movember 7, 2001

WSJ: Dynegy In Talks To Put About $2B Into Enron Now

Dow Jones MNewswires

By Robin Sidel
Of The Wall Street Journal

NEW YORK -- Dynegy Inc. (DYM) is in advanced discussions to infuse about $2 billion into Enron
Corp. (ENE) in a transaction that may lead to a full-blown merger between the two companies,
sources familiar with the matter told The Wall Street Joumnal.

A formal transaction could be unveiled as early as Thursday, these people said. The situation is vary
fluid and is subject to change, these people noted.

{This report and related background will be available at the Journals' Web site, WS5J.com.)

Enron has been rocked by last month's disclosure of a $1.2 billion reduction in its equity base partly
tied to financial dealings with company partnerships headed by Enron's tormer chief financial officer,
Last manth, it reported a third-quarter loss of 3618 million. The Securities and Exchange Commission
has launched a formal investigation into the matter. Last week, Enron secured 31 billion in new credit
lines, using gas-pipeline assels as collateral.

Enron needs the infusion in part because its previously announced plans io raise cash through the
sale of power assets is going more slowly than expected. Mastly, though, it needs to restore its
credibility with Wall Street at a time when its access to the financing markets is drying up.

Enron shares recently traded down 1,57, or 168%, at $8.10.

-Rokin Sidel; The Wall Srresr Journal; 212-274-725%1
Enron, Houston, declined to comment. Dynegy could not be reached for comment.

Shares of Enron recently were down 87 cents, or 9%, to $8.80. Dynegy was down $2.18, or 6%, to
$33.82.

News of the Dynegy discussions was first reported on CNEC.

-Robin Sidel, The Wall Street Journal; 2912-274-T7901
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Fraorm: Carl#on, Marman
Senl: Wednesday, Movember 07, 2001 309 PM
Ta: Schulheiss, Hesdihming, Nickolofl, Pater
Bubject: [J: Former Eneon CED Teslifies Before SEC Tuesday - Exec

November 7, 2001

Former Enron CEO Testifies Before SEC Tuesday - Exec

By JASON LEOPOLD

of DOW JONES NEWEWIRES
(This article was originally published Tuesday.)

LOS ANGELES — Jeff Skilling, the former chief executive of embattled energy company Enron Corp,
(EME), canceled an appearance in Los Angeles Tuesday because he was testifying before the U.5.
Securities and Exchange Commission in Washington D.C., according to Ross DeVel, executive of
the office of the chaiman of the Milken Institute, which was sponsoring a conference where Skilling
was scheduled to speak.

DeVol said he spoke to Skilling on the telephone Monday, and Skilling said he was canceling his
appearance in Los Angeles because he was subpoenaed by the SEC last week to testify Tuesday.

"I spoke with Jeff briefly, and he said he had to testify before the SEC in Washington, but he didn't
say specifically what for,” DeVol said.

Skilling was unavailable for comment. Enron spokesman Mark Palmer said he was under the
impression Skilling was in Houston Tuesday and nol teslifying before the SEC, but that he received
the information "third hand."

An SEC spokesman said the agency could not confirm or deny Skilling's appearance before the
commission. As a matter of policy, the SEC doas not comment on investigations.

Enron shares have declined more than 70% since mid-Octobar, whean the company disclosed a 51_.2
billion reduction in shareholder equity that resulted from the unwinding of a parinership headed by its
former chief financial officer, Andrew Fastow.

The SEC launched an inguiry two weeks ago into the partnership, according to Enron, and last week,
Enron said the inquiry had become a formal investigation.

An Enron spokesman said the SEC investigation is focusing on “third party and related party
transactions.”

-By Jason Leopold, Dow Jones Newswires; 323-658-3874; jason.leopold@dowjonas.com
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From: Carlelon, Marrman

Sent: Wednesday, Movember 07, 2001 3111 FM

Ta: Schufttheiss, Heidibynne; Nickoloff, Peber

Subject: Dow Jones Mewswires: Liquidity Concanns Continue To Dog Enron Bond Holders

November T, 2001

Liquidity Concerns Continue To Dog Enron Bond Holders

Do Jones Newswies

(This article was onginally published Tuesday)

By Michael €. Barr
Of DOW JONES HEWSWIRES

MEW YORK — Wary investors in bonds of embattied Enron Corp. (ENE) continue fo have cause fo
WOITY.

The company’s bonds are being quoted on a dollar basis in the 70s, according to Harold Rivkin,
principal, H. Rivkin & Co., a distressed bond brokerage, Princelon, N.J.

"lt's an investment grade name but the market is treating the bonds as if they were junk or a
distrezsed credit” said Rivkin. Distressed investors focus on the debt of companies perceived as in
or near default,

"Some of Enron’'s debt is trading as if the company were rated single-B," added Tom Haag, senior
analyst in charge of distressed securities, Lutheran Brotherhood, Minneapalis, Minn.

The Houston-based energy company has suffered from a big loss of investor confidence following
the company's recent announcement of a $618 million third quarter loss and the disclosure of 2 $1.2
billion ercsion of investor equity related to partnership transactions undertaken with the company's
former chief financial officer, Andrew Fastow.

While Enron was able last week to abtain $1 billion in new credit lines from JP Morgan and Salomon
Smith Barney, it was necessary for the company to provide security support in assets of its Northermn
Natural Gas Co. and Transwestern Pipeling Co. In addition, the company has about 31 billion in cash
an hand.

Debt Dowmgraded

Nevertheless, Fitch on Monday downgraded Enron’s senior unsecured debt to triple-B-minus from
triple-B-plus. It's now just a notch above junk bond status. Last week, Standard & Poor's Corp.
lowered its credit rating on Enron to friple-B, while Moody's Investors Service lowered its rating to

Baal.
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"Downgrades can deny them access to the capital markets," said Marly Whitman, chairman, Third
Avenue Funds, New York City.

The company will have to increasingly rely upon secured bank lending. And with Enron's assets tied
up in banks' hands, "investors will not want to take a look at the company’s common” stock, Whitman

said.

"Investor confidence is a cradit issue for a trading company,” said Bob Grossman, chief credit officer,
Fitch. Enron bonds remain on Rating Watch Negative.

Crucial will be Enron's abillity to maintain its trading relationships with ils counterparties. It will also
have to avoid further losses and maintain its liquidity and demonstrate credit raising capability, said
Grossman,

The company has a liquidity plan that it's working on. "We are waiting to see how well they can

execute it," Grossman said. There are factors that they have control over, and others that they don',
he added.

Search For Liguidity On
In an effort to support its capital position, the company was reported in Tuesday's Wall Street Journal
to be seeking a cash infusion of $2 billion. The company was approaching buyout firms and power
trading companies, according to the article.

And, in the current investment envirenment, liquidity is paramount, especially for a company that
uses a lot of cash, said Lutheran Brotherhood's Haag.

"Anyway the company can improve its liquidity will help,” Haag said.

But creditors might be putting the company on a tighter leash. Mat only is liquidity cruclal, but so are
the terms on which it's offered, added Haag.

“There is a sense that the banks are grabbing up all the best security,” said Harold Rivkin.

in a further move to allay investor concerns, it was reported by CNBC reporter David Faber on
Tuesday that Enron would take steps to make it much easier to understand its complex partnerships.

This concession to investor fears can't have come too soon.
*I'm very alarmed about off-balance shset debt," said Third Avenue Funds’ Whitman.
The company did not respond to a telephone request for comment.

-By Michael C. Barr, Dow Jones Newswires; 201-938-2008;

michasl . barrédow]ones . com
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The Future of Financial Reporting After Enron — Restoring The Public
Trust, Once Again

MNational SEC Reporting Conference
SEC Institute
New York, New York
December 18, 2001
Lynn £, Tumer
Durector of the Center For Quality Financial Reporting
Colorado State University

( formerly Securities and Exchange Commission Chief Accountani)
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I want to thank Andy, as usual, for the kind introduction. As vou no doubt know by now,
Andy and the SEC Institute put on absolutely the premier conferences for professionals
who deal with the SEC and financial reporting of public companies. | am once again
honored that he would invite me to the podium.

An Important Role for an Honored Profession

Our profession has the honor of serving the public as a result of a franchise Congress saw
fit to convey to us sixty-eight vears ago. The collective roles we play are critical to the
success of the U5, capital markets and ultimately wo the U.S. economy.

Some of vou prepare financial statements that provide investers and the capital markets
with the financial information they reguire, in order to make informed decisions. Some
of you are involved with independently ensuring the integrity of that data, an eqgually
important role, Without the public service our profession performs, the capital markets
could not function efficiently.

And just how important is that? Lets put it in context. Today, one out of two American
edults have invested their money, including their savings for perhaps retirement or their
children’s education, in the markets. That 15 up approximately sixty percent in the last
decade. It 1s likely your neighbor, a member of your family or the person sitling next to
wou have placed their trust and confidence in what you, what we all do in our profession.

During the past ten years our profession has experienced much financial success. We
have all lived through the greatest economic boom our country has ever experienced. No
American, in the 225 years since the Declaration of Independence, has seen such a
phenomenal period of growth and wealth.

Changing Times - A Crisis In Confidence

But in the past, a5 with woday, we have seen the good times also bring with them
excesses. In the early 1800's everyone invested in canals after the success of the Frie
Canal. But that excess eventually turned into an economic decline and losses by
investors. Steamships, then railroads replaced the canals. Today's Union Pacific was
brought out of bankruptey during a period when investor's lost their shirts, so to speak
from excessive investing in this new technology. Likewise, the new technologies of
radios, cars and airplanes in the 19204's preceded the stock market crash of 1929, Having
been bumed oo oflen and being skeptical, and with war bonds offering greater safety in
investing, investors did not retum to the markets until afier World War 1.

Some have said the roosier has come home to roost given the unbridled speculation and
irrational exuberance of the 1990"s. From the flower children generation of the 60's and
70°s that was going to change the world, we tumed into the “me” generation by the 90°s.
We bought into the dot.com phenomena which has turned into the dot.gone, as in
investor' s money is now gone. We bought into the greater fool theory and over time
were focled ourselves.
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Let me give vou some food for thought. Companies like Webvan and EToys have
become as extinct as the dinosaur, Of the 547 IPO's from 1999, many trade for pennies
or don™t trade at all. The recent and final Fortune Dot.com Deathwatch highlighted tha
519 dot.coms have passed in the last two vears, 384 since the beginning of the year, with
98,522 people being laid ofT in 2001 by these once high flvers.

Investors were sold a “bill of goods™ by the underwriters of the “new economy™ and have
been burned by their own lack of research. The underwriters lined their pockets while the
pockets of investors got fleeced. In the December 11" edition of the Wall Street Journal,
an article said of Credit Suisse First Boston's $100 million settlement, “many small
investors ended up as losers when they rushed to buy those new stocks just as the favored
customers were selling.”  As a result, investors today are unwilling to fund new
technology companies and innovation in our economy suffers. No one should be
surprized,

Analysis also lost the public’s trust when they became cheerleaders who pushed for new
business, rather than pushing the numbers and providing honest, intellectual research. In
fact, research by four university of California professors show that stocks most hghly
recommended by analysts in 2000 under performed the market last vear by 31.2% while
those they least favorably recommended ow performed the market by 49%. The only
thing more amazing 1o me 15 why analysts think the investing public should read their
reports. Perhaps Regulation Fair Disclosure will help save the analysts from themselves,
as once again they are compelled o do what their name implies, analysis. Lets hope the
whispers have been silenced for good.

The tale of our own profession 1s not a rosy one. There has been a constant parade of
stories in the press about financial fraud. which are causing the investing public 1
question the credibility, the integrity and the validity of what we do. | remember
attending a conference in March of 1998, before | joined the Commission, at which a
respecied member of the Bar held up an article for the avdience. The title of the anicle
was “Fick a Number, Any Number." Many similar articles including one where the title
was CPA - Cenrtified Public Accomplice, have followed that up, The President of the
American Instnute of Certified Public Accountants, or AICPA, said he believed the word
“Accountam” in CPA was constraining on the profession. Personally, T like the ring 1o 1t
a lot better than the word accomplice!!

But more recent articles in Harvard Business Review and Business Week have followed
these articles, These stories have highlighted widespread abuses in earnings managemeni
and the use of pro forma numbers. Numbers that present a company as “management
wishes it was” — pod as it truly is. Numbers that make one wonder if Grimm’s Fairy Tales
haven't come to the world of accountants and become & pant of our curriculum,

But then again, we are quickly snapped back to reality by such tales as:
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Rite Aid

Livent

Informx

WHE Grace
Sunbeam

Just For Feet
Lernout and Hauspie
Xerox

Lucent

Ohxford Healthcare
Superior Bank
HBO McKesson
Microstrategy
Critical Path

Waste Management,

The price tag to investors as 2 result of the restatements of financial statements arising
from these cases and others during the past half dozen vears or so total close to 5100
billion dollars, The number of restatements have risen from 116 in 1997 1o over 230
200K eccording to a study by Andersen. In many of the resiatements, the previously
audited numbers were found 10 be in error for not just one, but rather two or more vears
And so people are asking. “where were the anditors™ Can you recall any of the
headlines associated with the above cases saying — “Investors Protected - Fraud Detected
In Time by Auditors.”

Let me read vou from a footnote in the 1999 Rie Aid financial statements. It says:

“In connection with the review by the staff of the Securities and Exchange
Commission of a registration statemnent relating to debt securities previously
sold by the company, the company is discussing with the staff certain
accounting matters. As a result of those discussions and the company’s

) 01311

01200000000667



review, the company has made adjustments to its financial statements for
fiscal years 1997 and 1998, (emphasis supplied)”

The key point here 1s that a desk top review by a staff aceountant in Washington D.C.
wrned up the initial restatements that evenmually led 1o more changes in the Rite Aid
financial statemnents and the financial fraud case the legal authoritics and SEC are

currently investigating. Changes that decreased inventory by more than half a billion
dollars, decreased property, plant and equipment by more than $600 million dollars, and
decreased sharcholder's equity by approximarely $1.6 billion dollars. | ask you, as many If,
ask me, how is it this SEC staff person found whant others in the field, including the
auditors, did not? *
And what must the public think of the recent headlines heralding the settlement of a Big
Five accounting firm of fraud charges for its invelvement in a medicare billing scam?
This same firm’s international operations are the subject of a recent case brought by the
Justice Department and the SEC charging them with being an active participant in fraud.
Let me read from the allegations

“The complaint alleges that in 1999, Harsono authorized KPMG-55H
personnel 1o bribe an Indonesian tax official on behalf of one of KPMG-
55H's clients.... KPMG-55H agreed 1o make the illicit payment to influence
the Indonesian tax official... The Commission®s Order finds that, in March
1999, Baker Hughes™ CFO and its Controller authorized the above described
iltegal payment, through KPMG-SSH. its agenr in Indonesia, to a local
government official in Indonesia. (emphasis supplied)”

At an intemational conference of securities regulators in June of this year, the
intemational CEO of this firm said the SEC had over stepped its bounds last year with its
auditor independence rulemaking. He stated awditor independence rules should be based
on an accounting firm assessing whether it had determined it was independent or not. In
response 1o those comments, 1 ask you, does anyone here today think an “agent” making
illegal bribes for a client, is capable of making a determination of whether they are an
ndependent third party, capable of rendering an unbiased opinion cn a set of financial
slalements”

Enron

And 10 top it all off, we now have Enron, who until recent months, was the seventh
largest corporation in America. A company whose value affected every S&P 500
indexed fund in the country.

USA Today has put the losses to investors in Enron at $92 1o $93 billion dollars. The
loss 1o the common stock holders alone is approximately $63 billion dollars. 1 think it
will be some time, months, maybe years before we know the full collaterz] effect and

losses from the collapse of Enron. But for today, let me put these losses in perspective
for vou. They are;
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*  5ix times the losses suffered from Hurricane Andrew

*  Approximately twice the amount of funding Congress recently approved for the
losses from 9711,

* Approximately the amount of the econcmic stimulus package President Bush has
requested for the entire country.

# The losses from failures of savings and loans institutions, such as Lincoln Savings
and Loan and Silverado, which wgether aggregated approximartely four to five
billien dollars, pale by comparison.

As a result of the problems arising from the restatement of the Enron financial
staternents, statements audited by an accounting firm that was paid a 31 million per week,
twenty-onc thousand employees at Enron are wondering if they will keep their jobs, what
they can afford for Christmas and in some cases, what will they do with their retirement
nest ege wiped out

A Profession In Crisis

As Paul Volcker, the former Chairman of the Federal Reserve said shortly before
Thanksgiving in New York, we are a profession in crisis. We are like a ship without sails
in @ stormy sea. We are sorely lacking a captain who can bring us about, raise the sails
once again and get us moving in the right direction. We need to be in search of solutions,
not excuses. Instead of always responding as we have in the past that most audits are ok,
or that we can’t achieve zero defects, we need for once to embrace the notion that the
public expects us to at least pursue a goal of zero defects as an end. albeit a goal that may
prove elusive.

And as a college professor 1 ask you, how do you think investors perceive our profession?
What grade do you think your neighbors, your family and friends, that have their money
invested in the markets, are gong to grade the profession”? Are we even deserving today
of an average grade of “C"™? Have we passed or failed the test of public opinion?

More Than Words - A Call For Action

| often tell my students, the purpose of learning about history and current events, is to
gleam the lessons they teach us. Then | ask the students to take that knowledge and vse it
m & positive manner to change the future. So it is, that our profession also needs to study
the financial disasters we have just discussed, just as the airline industry and regulators
do when an air disaster occurs. We need to study what has gone wrong and use what we
learn in a positive, yet focused and very determined effort. Mozt of all, we need to make
the necessary changes that will ensure that, unlike the movie “Groundhog Day,” we do
avoid tomerrow, what has happened 10 us wday.
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Al the same time, much of what we can learn from history is already catalogued in priors

reports. Reporis from commitiess or commissions that have studied in-depth the

shorteomings of our profession. The 1978 report of the Cohen Commission, the 1983 _
Price Waterhouse report regarding challenges and opportumities for the ACCOUNNNE— =
profession, the 1987 Treadway Committee report, the 1996 repont of the GAQ gn the -
profession and the O"Malley Panel Report issued in Augusi J000. All of these reports

mclude some excellent recommendations including many that our profession has vet 1o
implement.

So what are the solutions?

Eengwed Commitment to the Public Interest

First, we as a profession need 1o recommit ourselves to serving the public. And on this

point, words alone won't do. Too many times in the past the Big Five accounting firms
and the professional trade organization have failed 1o walk the 1alk. Actions are needed.
The time for talking has long ago come to an end. Just ask those Enron employees who
got layed off in the past couple of weeks, just before Christmas. Our words ring hallow
with them, as well they should.

Recently, the CEO of Andersen and the CEO's of the other Big Five accounting firms
called for changes as a result of the Enron debacle. 1 couldn’t agree mare, The CEO's
said the FASB needs 1o fix the problem of SPE’s. But these are the same firms that a
dozen vears age fought the SEC’s efforts 1o establish and strengthen these rules. [l
would add that the “fix™ should include not just SPE's, but also of the hundreds of
billions of dollars of off-balance sheet debt structured as leases or other forms of
structured financings. ]

These CEQ's also said we need 10 establish a more effective oversight system than
currently exists among a group of organizations such as the AICPA, SECPS, PEEC,
QCIC and POB. I couldn't agree more as this is a group that sounds and acts more like
alphabet soup, than an effective regulator. But these are the same firms and CEQ's that
refused Lo sign on 1o & strong new chanter for the POB during the past year, instead
rejecting the recommendations of the O'Malley Panel and SEC and holding out for a
weaker POB, A POB that has NO disciplinary powers or powers Lo set auditing standards
that will protect the public. A POB that is MANY times weaker than a framework for
self-regulation recently adopted in the UK by the profession and regulators. Weaker than
the SEC supervised self-regulatory organization proposed some fifteen vears ago by the
then CEOD of Pricewaterhouse.

The accounting firms also called for improvements in the effectiveness of audits. But 2
year and a half after the O"Malley Panel issued its recommendations, the Auditing

Standards Board (ASB) has yet 10 adopt a single new statement on auditing standcards,
implementing the most eritical recommendations. And when the ASB recently exposed
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an improved standard requiring auditors 10 document more of the work they perform, not
all of these firms voted in suppon of the improvements.

The CEQ's did call for, as SEC Chairman Pitt has previously done, enhanced financial
disclosures such as greater disclosure of key financial performance measures and more
umely disclosure of material information to investors. 1 commend the Chairman of the
SEC and Big Five firms and wholeheanedly suppont their efforts in this regard, Of
course companies ¢an currently do this under existing SEC rules but in many instances
have chosen not to.

But there 15 one MAJOR point these accounting firm CEOQ's are missing. It is the public
interest issue. It is why we have a “F" in CPA. It is the fact that it does not matter what
rules we have for SPE's, it doesn’™t maner what financial information is reguired to be
disclosed, or when it 1s disclesed, if:

1. The CED and CFO plays the numbers game and puts oul inaccurate, incomplete
of misleading imformation, and

2. The auditor fails to say time out, the numbers have to be changed and corrected.

A good first step oward demonstrating 1o the public we are more concerned about
serving the public and less about how we can maximize consulting work by cross-selling
services, would be 1o tell the public we are going 1o remain CPA's, not cognitor’s, not
XY Z'ers, or whatever name they think of next at the AICPA. | urge you to vole againsi
the monstrosity of a proposal by the AICPA for a global business consulting credential,
and the related for profit portal project that appears to line the pockets of some within the
AICPA, but certainly not those we serve. As BDO Seidman said in a September 5, 2001
letter to the AICPA, “In our view, the proposed global credential is an ill-conceived
initiative that could greatly damage the accounting profession and, indeed, may already
have irreparably tarnished the self-image of the CPA.™ PricewaterhouseCoopers, BDO
Seidman and the growing number of state societies that have come out vocally against
this proposal are 1o be recognized and thanked for their opposition to this shipwreck in
the making.

Immediate Adoption of O'Malley Recommendations

A second step towards a solution that will reassure the public, would be for the firms to
commit 1o adopt all of the recommendations of the O'Malley Panel now. The O'Malley
Pancl recommendations include the call to rewrite most, if not all of the auditing
standards 1o make them more detailed and put “teeth” in them. They alse include the call
for forensic type auditing procedures and greater documentation of the actual work
performed. These recommendations should be expedited through the ASE on a “fast
track™ basis. Already the public has waited for over a year. The public should not have
o wait for another year or two or three,
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And the defense Bar should not be underestimated. Recent cases invelving Baymark and
California Micro Devices have raised serious questions as 1o whether the standard of
recklessness the SEC applies o Rule 102(e) proceedings against accountants, is too high
a standard by which to measure unprofessional conduct by an accountant or auditor.
Rule 102ie) is the regulation by which the SEC may censure an accountant in a public
company or an auditor and deny them the nght to practice before the Commussion. The
rule is used to protect the mtegrity of the system and processes thar are key to efficient
markets. It requires that an accountant must be reckless in order to demonstrate they
have engaged in unprofessional conduct. As a resull, in cases involving negligence or
other unprofessional behavior that is less than recklessness, a 102(e) sanction baring the
practice of the accountant before the commission or in a public company cannot be

pursued.

It should be noted that some professionals have challenged the SEC with respect to
whether a Rule 102{e) proceeding may be initiated against an accountant within a public
company, if they are not a currently licensed CPA. Today, many of the CFO's,
Controllers and key financial reporting peaple do not have, or have not maintained &
current CPA license. In essence, the lack of current SEC actions pursuant to Rule 102(¢}
against non-licensed accountants sends a strong message. | think it is the wrong message
that CF(V's and Controllers are berter off without their licenses than they are with them.

Effective Oversight

A third prece of any solution will necessanily entail effective oversight of the profession
In the mid-80's, the CEOQ of Pricewaterhouse proposed an SEC supervised self-regulatory
organization or SRO. [ believe we need 10 seriously consider whether the time has come
for an SEC supervised SRO in light of

* The AICPA and profession having cut-off the funding for the POB in spring of
2004 when it attempted to fulfill its mandate to the public and carry out an
mvestigation of the lack of compliance with independence rules

#  The AICPA having & weak, if not 1otally meffective self-disciplinary group called
the Professional Ethics Executive Committee or PEEC. A proup that conducts its
meetings behind closed doors, that often defers taking action on cases for years at
a time, that has no subpoena powers, and that has failed to take action in 2 number
of instances after the SEC has. The AICPA and firms had stated to the SEC and
public in press releases owards the end of 2000 that they would work towards
increasing the public membership of this organization from the current three out
of 20 members. Andersen publicly said it would support an increase in public
membership to half of the commitiee’s total membership. Unfortunately, this has
become a broken promise,

» The AICPA creating a for-profit portal and web of business relationships along
with a business consulting credential. It is difficult 1o understand how a not-for-
profit organization can enter into this web of for-profit relationships and not

10
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create conflicts with the notion of being a public interest self-regulatory
Organization.

* The POB iself has no disciplinary powers and has fought to avoid getting them

* The POB has limited capabilities to ensure auditing standards are written based on
meeting the needs of the public for effective audits, as opposed to being written
by, and for, the general legal counsels of the firms.

®  The Quality Control Inguiry Committes or QCIC that is often trumpeted as
investigating alleged audit failures in fact has no subpoena powers. It only has
members from the profession, often retired parners from the Big Five “club”,
lacks members from the public and only looks at documents that are already
publicly available. It has recommended cases to the PEEC for further action.
Action that too often fails 1o materialize.

The new regulatory system being implemented in the UK. provides a glimpse at the key
components that must be in any effective self-regulatory sysiem for the accounting
profession. These include:

* A governing beard comprised of representatives of the public who are not
practicing accountants and that conduct their affairs in the “sunshine.” As
Senator Patnick Daniel Moynihan has said: “Secrecy is for losers.”

* A disciplinary mechanism that has subpoena powers and the ability to keep its
investigations confidential until completed.

= Anability 10 oversee or establish auditing stendards that will protect the public
and that are changed on a timely basis in response te shoricomings found in the
system as a result of imely investigations of major financial reporting problems.

*  The ability to carry out timely investigations of particular financial reporting
cases, accounting firms or the profession.

= The ability to perform reviews of the profession and ensure appropriate guality
controls are working effectively.

In light of the Enron matier, the unbroken flow of financial frauds and an alarming
merease m the number of financial statements having to be restated, Congressman
Dingell has called for the FOB 1o undertake an investigate Andersen and the profession.
We will soon see if the POB is really the representative of the investing public we hoped
for, one that will speak out on behalf of and protect investors; or is in reality what is best
referred 1o as a "Quiet, Lets Not Rock the Boat Board.™ Keep in mind that during the
very public, very heated debate on the awditor independence rules last year, while
investor's testified and commented time and time again, the POB was so silent you could
hear the pin drop. Perhaps now we will finally see a reinvigorated POB go back to the
drawing board and adopt ALL of the recommendations of the O'Malley Panel. The
public deserves no less.

Iimely and Quality Accounting Standards
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Reestablishing the public®s trust and confidence in the numbers must alzo include a
renewed effort on the part of the standards setters to provide timely guidance in the form
of high quality accounting standards. And by high quality accounting standards, | mean
standards that will result in the financial statements reflecting the actual economics of the
underlying business transactions.

We have what is acknowledged around the world as being the best accounting standard
sétter — the Financial Accounting Standards Board or FASB. But the Board today ofien
comes under tremendouws pressure from business, the accounting firms and Congress to
compromise its conceptual framework and adopt standards that give management more
ability 10 be less transparent abour the acrual results they have achieved. You only have
to look to Statement No. 123 on stock options, No. 133 on denvatives and most recently
Mos. 141 and 142 on business combinations for classic examples of such behavior.

And in light of the Enron matter, we have already seen some critics use this opportunity
to anack the Board s efforts 1o move toward more Tair value measures. Instead, they
would rather have the balance sheet show a number the company paid for an asset, a
value that provides investors absolurely no information as to what the real values of
assets and habilities are in today’s world. These people have short-term memories and
have conveniently “forget” about the under-reported losses that oecurred in the S&L
debacle. or the losses on derivatives that “surprised” investors of companies such as
Proctor & Gambles, Gibson Greetings, and Bankers Trust when their true value and
exposures became known, Or how about the Fortune 50 companies where
approximately ten percent of them had to report an impact of greater than $50 million in
their financial statements, some even in the billions, when they were required 1o report
their derivatives at their fair value this vear. The question is not whether we should use
farr value reporting, but rather 2 matter of adopting standards and guidance that ensure
the values reported are reasonable. And last year the SEC stafT made just such a request
to the accounting profession.

Yet the Board has taken way 1o long to develop standards that are sorely needed 1o
protect the public. For example, the Commission asked the FASE to address the issue of
whether certain transactions result in a liability or equity in the mid-70"s. Investors are
shill waiting for an answer. In 1932 the FASB undertook the project on consolidations,
which includes the issve of SPE"s. An issue the staff of the SEC has repeatedly urged the
FASE 10 act on during the past three years. Today investors are still waiting for an
answer. In 1970°s the Cohen Commission recommended the FASB adopt a standard that
would require a footnote describing and discussing items in financial statements that
effect the comparability of the statements from one period to another, a standard that
would have gone a long way towards fixing the current “pro forma earnings” problem.
Yet investor's today, afler almost twenty-five years, are still waiting for guidance, 1f the
SEC and investors are to lock first to the private sector to set standards, then they have
the right 1o expect imely action on the part of the standard setters.
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One of the reasons the Board is kept 50 busy, 15 the ability of those who design, structure
and engineer financial transactions, to get around the rules. The advent of the SPE's in
the early o mid B0's 15 a product of such efforts. Much of the off balance sheet lease
linancing can also be atiributed to financial engineering. A design and engineering
process the accounting firms play a key role in and which results in less, rather than
maore, transparency for their real client, the investing public. Each of the accounting
firms work closely with investment bankers and chients (o structure off-balance sheet
transactions and products that can make Wall Street and the firms millions, but in the
Enron debacle have cost investors billions. While [ firmly believe an accounting firm
should work closely with companies it audits to ensure they get the accounting answers
right, working with them to remove things from the eyes of investors is just plain wrong.
[ urge audit comminees and the Auditing Standards Board to take the necessary steps to
stop this practice immediately.

And speaking of standard-setters, let me mention the Emerging Issues Task Force or
EITF. This is a group of professionals from the accounting firms and industry who meet
in Nerwalk Connecticet about every other month to discuss and provide guidance on
emerging accounting issues. The group does not include representatives of the public or
users of financial statements, such as investors. While the new Internaticnal Accounting
Standards Board must approve all standards adopted by its equivalent of the EITF ina
public process, the approval of the FASB 15 not required for any EITF standards. The
Board can override an answer the EITF approves, but has formally done so only once
since the formation of the EITF in 1983,

The EITF does not have a charier or mission 10 come up with an answer that provides the
greatest transparency and highest quality financial reporting. And all oo ofien, the group
arrives at exceedingly complex answers that are difficult at best 10 implement in the field,
driven by business inlerests of special interest groups, industry members and accounting
firms that are often lobbied by their clients, That is what happened when the EITF dealt
with the issue of SPE's in 1990 and the members initially voted not to do anvthing. An
impassioned plea for help by the SEC stalf resulted in a final watered down rule that
quite frankly does not adequately address the issue.

Today some believe the EITF's most impoertant role 15 to serve when needed as an
amnesty program, by constanily giving a “bye™ to those who in the past have failed io
follow the spirit and intent of the rules, a view | also share. The EITF's most recent
deliberations on the &ccounting for elimination of the effects of derivative transactions in
consolidation is a glaring example of such standard setting,

Too bad the Enron investors and workers won't get a similar “bve™ on their losses. It is
time for the Board of Trustees of the FASE, to undertake to have an independent review
performed of the EITF, and ensure it is adequately serving the public's interest.

Enhanced Disclosures

Both current SEC Chairman Pitt and former Chairman Levitt have rightly called for
enhanced disclosures regarding financial measures that would provide investors greater
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information about the value of companies, The Garten Committee was established to
study this issue. Its report this summer recommended the SEC develop a concept release
soliciting public comment on the isswe. In addition, the SEC staff called upon the AICPA

to take steps to ensure the comparability and consistency of these types of disclosures,

Many have suggested that these rypes of disclosures be made optional or voluntary, That
takes no effort as there is nothing that prevents a company from making these types of
disclosures today. Nothing that is, but management itself.

I urge the SEC 1o move forward with a concept release or perhaps in light of Enron, go
directly into rule making. I believe all companies should be required to disclose the ten
or twelve most significant key performance indicators, or KPI's as they are commonly
referred to. This should be a flexible disclosure system that at least initially permits each
company to determine which KPI's are most relevant to measuring the performance of
the company, and then disclose those on a consistent basis with disclosure of how those
indicators are determined.

And [ would be remiss if I did not also say | wholeheariedly support Chairman Pitt and
Chief Accountant Herdman in their call for financial statements written in “Plain
Englhish.”™ 11tell you that ali too often the legal community has nothing up on the
accountants when il comes to disclosures that efien read as if the attorneys had written
them. And certainly GAAP does not require this so we cannot blame this on the FASE or
other standard setters. Theose who prepare financial statements as well as auditors need 1o
step back, remember who our audience 15, one out of two Americans, and write the
disclosures in a fashion that i much more understandable and user friendly. We need 1o
keep in mind that GAAP and the SEC rules are not “maximum levels of disclosures you
must s1op at, but rather are minimum levels that may very well need to be supplemented
te give an investor a clear understanding of what 15 being discussed.

Former SEC Chairman Ray Garrett had it right when in 1975 he said:

“In the final analysis, it seems to me that rules are a necessary part of
financial disclosure and that it is only fair to allow people to predict
accounting outcomes of transactions a1 the time they are entered into. On
the other hand, it is not reasonable 1o expect that rules will serve as an
immunization against the obligation to reflect reality in financial
statements, Rules, therefore, can only be reparded as o minimum, Good
information for investors reguires good will and good sense as well as
pood rules (emphasis added).™

Thinking back to some of the financial statements | have prepared in the past, I know |
could have done a better job on this point myself. And this is a recommendation all of us
can implement immediately without a rule being forced vpon us. 1 say “Lets go do it and
do it this vear!”

[ime To Reconsider For Mandatory Rotation
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Ome of the things that really caught my attention while ] was at the Commission, as well
as on other occasions, was the number of times | have seen auditors actually identify an
issue, but then did not get it fixed. Instead of calling 2 strike, they were like an umpire
whao gives the batter a pass and calls “ball four™ rather than strike three — you're out.
Waste Management, WR Grace and JWP are three such examples mentioned in a recent
Washington Post series of articles that should be required reading in each auditing class.

Ellen Seidman, then Director of the Office of Thrift Supervision or OTS, testified before
the Senate Committee on Banking, Housing and Urban Affairs on September 11", 2001
regarding the audit of the failed Superior Bank. In her opening statement the Director
stated “Congress or the FBA's [Federal Banking Agencies] could also encourage the
AICPA and SEC to establish an ‘external auditor rotation requirement’. .. its adoption
would result in a “fresh look” at the institution from an audit perspective, to the benefit of
investors and regulalors.”

Orver the years | have wavered back and forth on whether we should institute periedic
mandatory rotation of audit firms. On one hand the accounting firms rotate the audt
partner every seven vears. Yet | have seen the former panmner rotated “off™ 10 serve ina
client relationship role, while & new younger partner is brought on. When | raised this as
an issue with the AICPA SEC Practice Section a couple of years ago, they quickly
dismisged it as a non-issue.

The accounting firms also cite that problems have been encountered in the first year of an
audit. They state the first year is when an auditor 1s most at risk while learning about the
business. However, | have never heard one of them say they did not learn enough about
the business in the first year to complete the audit. And think about it, | am not aware
that any of the financial frawd cases | cited above involved the first year audit of an
company.

As aresult, | think it is time we rethink the need to institute mandatory auditor rotation. 1
can't help but think that if the partners of Andersen, PWC or Emst & Young on Waste
Management, WR Grace or JWP had known someone would be looking at their work,
they might have called the third strike in the numbers pame.

Corporate Governanee that Governs

And | would be remiss if I did not discuss the issue of eorporate governance. The second
most popular accounting guestion on Enron behind “where were the auditors™ is the
question of “where was the audit commitee”” Unfortunately we won't know the answer
for some time, as we do not know if they did ask the tough questions and if they did, who
provided the answers.

But in the meantime we can move forward with changes to enhance the role of the audit
committees. Consistent with the findings of the Blue Ribbon Panel on Audit

Committees, we should request the stock exchanges to adopt measures that would require
the audit committee, as opposed to management, to retain the services of the auditors.
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The stock exchanges should remove their rule that permits a board to “override™ the
independence requirements for board members on an awdit committee. And the audit
committees should be required to approve in advance all services, and disclose if they
have, as the SEC once did in the late 1970"s, before the rule was withdrawn in the early
1980,

As was recommended by the O"Malley Panel, the audit committee should be required 1o
obiain each year a report from the CEO and CFO that states whether the company’s
internal accounting controls are working effectively. Management should also have to
include this repont in the Annual Report to shareholders as has been recommended by the
Financial Executives International. Perhaps the auditors should be required to rigorously
examine the internal controls, a step they are not required to do today. It is worth noting
that in the case of Rite-Aid, management had included a report on internal controls in
their filings with the commission that failed to detail out the material weaknesses in
internal controls. Investors heard nothing about those weaknesses, not from the
company, not from the audit committes and not from the auditor's until the Form B-K
announcing a change in auditors was filed with the commission many months after the
restatements began. Unfortunately the Form 8-K, announcing the change in auditors for
Xerox, also highlighted material weaknesses in accounting controls. No doubt a number
of people must be asking, why 15 it we find out about problems with the internal
accounting controls that are necessary for accurate financial information and disclosures
o investors QVLY when there 15 a falling out between the company and its auditors?

Let me switch briefly to the subjeci of the chief financial and principal accounting
officers. Today, CFO’s at the major American corporations turn over approximately four
times faster than they did at the beginning of the 90°s, And while the turnover ten years
ago was often tied 10 one’s retirement. it is much more likely today to be tied to a
COmpany missing an earnings estimate. Way too often today the CFO becomes the “fall
guy” for such misses while the CEQ's, COQ's, vice presidents of manufacturing.
Marketing and other key management positions stay on. And &s surveys have shown, it
15 all 100 ofien the CFO wha is pressured by these other members of management to stir
the pot and cook the books. And when the CFO doesn't like the recipe that is handed to
him or her, they are shown the door.

As a result, [ also believe the SEC should make a change to its rules for Form 5-K. A
Form B-K should be required to be filed whenever a chief financial officer or chief
accounting officer 1s terminated. The report should require disclosure of whether the
audit committes approved the termination and whether there were any disagreements
regarding inancial accounting or disclosure matters. Perhaps a similar disclosure should
be required for audit commities members.

Informed Investing

While 1 have been critical of the profession in relation to the events of the past few years,
let me point out that there has been plenty of blame to share among all of the market
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participants. As | pointed oul earlier, analyst’s conflicts have essentially rendersd their
research worthless, Research that lacked depth and reality in the past.

At a hearing regarding the Enron matter in the House of Congress on December 127
subcommittee Chairman Baker pointed out on that day, there were still 13 analysts
following Enron. He aptly noted that of the 13, 2 had recommendations of strong buy, 1
had a recommendation of strong sell, and the other 10 were somewhere in between. With
all of the uncentainty surrounding Enron, | wonder how anyone can come up with a
strong buy recommendation? And we should all be aware of the fact, that when analysts
say recommend or buy, they really don’t mean that. Strong buys mean buy, buvs mean
haold, and holds mean get out of it.  You don't have to worry about what a sale or strong
sale mean because they are as rare today as a 57 Chevy. Accordingly, what we really
need 1s new rules for analysts that replace this opague system of misleading puidance
with a system the average American investor can understand and decipher without a
tramslator.

If analysts desire 1o become part of the solution, they will also have to find a way to
resirict and disclose all conflicts in a very substantive fashion. Sitvations such as the one
recently discussed in the New Yorker where a CSFB analyst downgraded an entire
mndusiry group and then was terminated does not provide investars with confidence this
will happen.

The rating agencies also swung and missed on a timely downgrade of Enron's credit
ratings. This was the second sirike this vear a5 the same thing happened earlier with
Pacific Gas & Electric. The agencies say if they downgtade the debt the result will be a
negative impact on the companies that will worsen their situation. Excuse me folks, but
that is exactly what [ thought we had the rating agencies for. The Enron debt was trading
for something like 50 cents on the dollar by the time the downgrade from the ratings
agencies matenialized. If they are going to tell us the patient is dead only when they can
no longer feel a pulse, | fail to see what value they bring to investors and the markets
Perhaps the SEC and Congress need to take a closer look at the practice of these
OrEaniZalions.

And investors also must learn that if they are going 1o invest, they must do their
homework. Investing without studying and learming about the company or mutual fund
you are going to invest in 15 like taking a test without going to class or reading the book.
The results are never good and there 1s only one person to blame. And its not the teacher!
Enron is a classic example of this as many investors, including some of the countries
largest institutional invesiors such as Alliance Capital, Fidelity and Janus, invested in
Enron despite the fact they made disclosures no one could understand, about complex
business transactions that involved a seemingly endless web of potential conflicts.

Cloging:

On September 2 of this year, the New York Times wrote:
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“But something else is weighing on stocks. That is the creeping realization
among investors that the momentous carmings reporied by many companies in
recent years may have been digitally remastered to include & lot of hype,
embroidery and fluff.

This is significant. Investors coming around to this view will be less inclined
to trust forecasts that company executives make, Having lost faith in a
company"s numbers, investors will be unable to place a fair value on its stock.
In the dark on valuations, many investors will shun the shares.

An extreme reaction? Mot at all. It is precisely the payback that companies
deserve for embellishing their eamings.”

But our capital markets are 100 important to our couniry and the investing public to allow
this damage to continue. When we see investors lose their confidence in the numbers,
they lose confidence in the markets. Then they flee to safer havens as we have seen them
do this year when for the first time in over a decade, cash has been drawn out of the
equity markets. And as that occurred, the air has been taken out of our economy and the
economic boom | spoke of at the beginning, has tumed into an economic drought with
millions of Americans having lost their jobs and livelihoods.

Our profession has an important role 1o play in fixing what is wrong. Events of the last
few years and in particular the last few weeks have cast a long shadow over us. We must
chose whether 1o step out from under it by taking quick and responsible actions or remain
within the shadow for a long time.

Warren Bennis once said “Leaders are people who do the right things. Managers are
people who do things right ™ Today, we need to find leaders who have that rare vision
and foresight that will once apain ensure serving the public interests 15 our number one
priority. Leader's who are willing to take quick action, not just speak words,

And we need 10 deliver to our customer, the investing public, the product we have so
proudly advertised in the past. Today the public has come to guestion the integrity of
what we do, just as they have wondered about the tires on their cars. We can no longer
afford o let this lack of trust and confidences erode our credibility. We must act
immediately, before they seek another product, to restore their faith.
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Overview of Audit Committee
& Audit Issues
T T R e e R I N e

Stuart L. Gillan
Research Economist

ﬁ ilﬁ.ﬂ.-EREE

The viewd eapoesied e thast of ke mitkor and de el secexmianly reflect tae off
TlanCREF

Big Issues
e R T e e o v e
» Audit Committee
= External Auditors
» Board of Directors
« Disclosure
Conflicts of interest
Off-balance sheet items
« Stakeholders
Employees
Creditors
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SEC Audit Committee Rule

(Jan. 2000)
B

» Require that companies' independent auditors review
the financial information included in the companies’
Quarterly Reports

e Require that companies include reports of their audit
committees in their proxy statements;!-
- (1) reviewed and discussed the msdited financial statemnents with
management;

- [} discussed with the mdependent auditors the mariers required to
b discuss=d by Statement on Aoditing Standards Mo, 61,19

SEC Audit Committee Rule
T e e - T S e

. Statement by the AC whether the audited financial
statements be included in the company's Annual
Feport on Form 10-K.

- Disclose whether their Board of Directors has
adopted a written charter for the audit committee,

. Iisclose whether the audit committee members are
“independent” as defined in the applicable listing
standards,” (disclose additional information about
directors not considered independent),
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Other BRC Recommendations
Independence

» Tighter definition of independence for board
members on the audit committee

» Committee comprised solely of independent
directors.

Other BRC Recommendations
e R e T I v ==

Effectiveness

Minimum of three financially literate directors

Cutside auditor 18 accountable to the board of
directors and the audit committee

= Audit commattee 15 responsible for ensuring that the
outside auditor is independent.

Audit committee and outside auditor should discuss
Judgments about the guality of the company's
accounting principles.
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SEC Auditor Independence Requirements
(Feb. 2001)

T N S et o n |
» Emphasis on independence

s Fee disclosure
Audit
Mon-audit

Information systems

IRRC Analysis of Audit Fees
e T N SR N P e e |

Cospanies’ Revenus Audil Feex Aggregaie Peey
Paid ol
. 550 mlion hverage FTEX Rk E;F_-lﬁ
miil < § 1540 mil .in-mg: 5177, 70 458 b4
0a) dd < R50RD rril J A erae 5307, a7 160317
S0 ezl <30 hil 4 e s S48, Lin Bl asd 4an
I Il = §3 Wl 4 veragn 57,197 51,534 143
3 il = 55 Wl kel 55,3708 4435 821
5 il 510 Bal l.w-nir L ST,.000 £40
&:hmm [ovemar 00,17 1% B R 1]
50 bal = S100 il P erige U553 R R |
= %1041 kil e 515 500 8410 55 DA% 41

Scarrce: IRRIC analysis Toe 1,070 compasies.
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SEC Fails to Grant No-Action Relief
on “Auditor Conflict” Shareholder Proposal

e R P o |

# Sharcholder proposal at Disney

e Requests board to ensure that the external
audit firm provides only audit services

« Similar proposals at at least 20 other
COmpanies
» Calls for rotation of auditors

Audit Committee Activity & Independence

C L T ol e T e e N P T e

In year 2000
1,700 large US companies

Audit Cttee. Full Board
s Avg. Size 3.5 9.5
o Avg Indp 85% 61%
« Meetings 35 7.5
{source [RRC)
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Enron Board and Audit Committee

R T A S S|

s 14 member Board
Chatrman Lay
CEO/President Sklling
3 non-employees with business links
9 independent {few other board seats)
Met 9 times

« 6 member Audit Committee

1 with business link
Met 5 imes

The Audit Committee

A e T T A R et i |

&  Recommends
. The appeinment of the sdependenst audiors 10 the Board of Dbrectars,
= Reviews
The soope of and fees related o the audit,
Accounting pelicies and reponsng practioes,
Irternal asditing and wtemnal controls,
Compliance with Enron's policies regarding husiness condeac

o  The Aadit Conumdties
Met and held disoossions with manggement
Independent muditors,
Consolidaed financial stalements were prepared in accordance with GAAP

Reviewed and dscussed the audired consolidaned finameial seaements with
managemend and the independent sudvors
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Some Textbook Red Flags (KPMG)

Inappropriate “tone at the top”

e

Unrealistic growth goals

»

Owverly complex orgamizational structure or
transactions

High turnover of senior management
Unusually rapid growth

Inexperienced management

L]

Related Party Transactions 1999

» The effect of the transactions was

(1) Enron and the third-party amended certain forward
contracts to purchase shares of Enron common stock,
resulting in Enron having forward contracts 1o purchase
Enron commuon shares at the market price on that day,

(ii) LIM received 6.8 million shares of Enron common
stock,

(iii) Enron received a note receivable and certain financial
instraments hedging an investment held by Enron.

Enron recorded the assets received and equity issued at
estimated fair value.
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Related Party Transactions 2000
B L e

» Enron and the Related Party entered into an
agreement to terminate certain financial instruments

# Enron received approximately 3.1 million shares of
Enron common stock held by the Related Party, A
put option was terminated under this agreement.

« Enron paid approximately $26.8 million to the
Related Party.

“Enronism”

Financial Times, Jan 10, 2002
e T R PO PR R et e i

= "You have two cows. You sell three of them to your publicly
listed company, using letters of credit opened by your brother-
in-law at the bank, then execute a deblequity swap with an
associaled general offer so you get all four cows back, with a
tax exemption for five cows.

« The milk rights of the six cows are transferred via an
intermediary to a Cayman Island company secretly owned by
the mapority shareholder, who sells the nghts to all seven
cows back to your listed company,

a The annual report says the company owns eight cows, with an
oplion on ene more."
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Regulatory Reform?
T e e A SR ot e o
» What's the goal”?
Stamping out fraud / incompetence?
» What’s the best mechanism?
Internal
External

Regulatory EEFE”,“? _—
» Audit Committees
Liability issues
Market for directors
+ External Auditors
Conflicts of interest
Economies of effort
+ Enhanced Disclosure
Time and effort
Improved transparency / improved valuations
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e A e A T ST s S irsamasos-|
e [ncreased focus on potential conflicts of
interest
Internal and external
# Increased focus on “good governance”

Board / committee monitoring
Board / committee mdependence
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Enron Broadband Services Launches Online Bandwidth
Brwon Inesstor Relations In Europe _

FOR IMMEDIATE RELEASE: Tuesday, Fabruary 27, 3001

London: Enmon Broadband Services, a wholly-awned subssdiary of Enron Corp, (MYSE: ENE), 2
taday the laumch of online bandwidlh radging in Evrope. Bandwidth transactions that used o ke
closa can now be concludad in mindes, craating whalesale market eificancies.

Legal & Privecy

Bendwidth trading is camied oul via the EnronCnling trading platiorm, Launched in Novernber 10
the trading of Enron's natural gas, ail, alectricity and othar commodities, EnronOinling is the woil
businass-to-business a-commerce wabsibe, cumanthy handling owver 3 B30 fransactons with 2 no
ovir 528 billion, each day,

The aasy-lo-use, cuslomisable site anables registened cusiomans o log on and buy and sall ban
afew clicks. STM-1 capacity s avalable, with contract duretions of betwaen three and 12 month
delivery ranging from bea to 14 montha. Once a transaction is chsed, sellement and provisianin
o,

To prowide fhe physical infrasireciune o enable bandwidth trading. Enron has instalied pealing o

switching and intarconnection facilities at selected locations throug hout Ewrope, through which c
between bandwidlh buyers and sabers can ba astablished and monitoned. To furihar faciitate f

commodilisation af bandwidlh, Enran has also developed standard terms and conditions which p
start dases and service level agrecments backed by liquidated damages.

*Enon's cnling bandwidth trading service is not an exchange of bulletin board. Instead, it satisfie
quated price with Enron acling as \he principal.” sald Mascello Romana, vice prasidant, Bandwid
Enron Broashand Services, Euope

*The last three months hava marked a furing point in the development of this market in Eurapa
are waking up o the valee of firm service level agrecments and he Naxibilty olferad through ban
Irading and sk managament solulions. The best efforts sandca asscciated with this marked is fia
chalangad.”

Editors Notes

Abaout Enron

Enrcn Brozdband Serdcas ts a lesding provider of high quality, high bisndwidlh delivery and app
services, The company's business model combines Lhe power of the Ernran ntelligent Mebsark, E
Broatdband Operalireg System, bandwidth trading and intermadiaticn services, and high-bandwid
applications o fundamentally improve the experiance and functionality of the nbarmet, Enron’s B

Operating Sysiem allows application developers o dyramically provigion bandwidth for the gusd

macessary 1o deliver broadband conbent. Enron ts also creating a marked for bandwidth that will &
providerns to scale to meet the demands raguired by increasingly comglax applcations, Enfan Be

Sanvicas can ba found an tho Wab 8 www enronomal.

Enrcndining fwwvw ErmanOnling.caom) alfers cuslomearns a frea lntemet-based system for corduc
tranzactions with Enron as principal. EnronCOndine provides real-Sme prices for bandwidth, powes
coal, westher products, petrochamicats, pulp and paper and ofhar comenadilies in the Amaricas,
Asia. Sinca itz lsunch in Movembar 1699, EnranCaling has expanded o include approsimataly 1

hitp:/Sworw enrononline. comfdocs/marketing PressRoom/02_27 (0] 0 1 3 9 2 L 2/44010
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ﬂ{nnﬂnliﬂe - Press Room Page 2 of 2
¥
Fg

and hes complesed over 685 000 trarsactions with 2 kfal nolional valiue exceading 3420 bilkan.
_;" Enron i ona of the word's leading decricity, atural gas and commumications companies, The
revenuas of 3107 bilion in 3000, markats slecinicity and netural gas, delivers physical commodit
Enancisl and risk managament sendcas to customers around the waed, and has devslopsd an in
natwark platfarm o faciltaie online business. Forfune magazine has namead Enron “Amanica’s b
Company” for six consacutive years. Enfon's Inbarmed addrass i wsw, gnmn.com, The stock is i
the Bicker symbol "ENE "

& Bk tntop
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hitp:/‘www.cnronenline.com/docs'marketing/PressRoom/02 27 01/ 12/401

01200000000749



EnronOnline - Press Room Page 1 of 1

- tpan [

Enenin inwestor Relstions FOR IMMEDIATE RELEASE: Monday, March 05, 2001

Frpasniadinny
Rasanrch Landon: Enrcn feday announced the launch of EnPipe, its virual gas rarspartation service,

*EnFipe is a pcation swap sarvice linking the LK and Baigian gas mardoets, providing an altarna
Baclon o Zesbnagpe Interconnactar gas pipeling,” explained Jahn Sherriff, Presidant and CEC o
Ewrape. "W's a virueal gas transporisfion sendca which we can provide through an innowvative com
contracts and g=aeds.”

*Compared with exigling capacity subleasas, EnPipe is easier 1o use, mone iransparent and mor
with EnPipe, cur customars can awoid the risks associatad with raliance on & single physical fac

EnPipe products sra available in both foreard and reverse flow directions for any pariods betwes
o ane gas-year aul 1o 2005, Dalivaries for all products are 31 the MBS and the Zesbrugge Hul,
costs and potential for problams associated with particular faclities and baach delivary points,

The Enfipe sarvice will start on 15t Apnl 2001, with bids due by 17000 {SMT) on 156 S&arch 20

Further infzrrmatien for customers s avaliable from tha EnronOndine webaits (wass.enronanline.c
thie Continental Gas Trading team at Enron (+44 20 7T&3 7081).

Editors Notes

Enron's European gctivites bagan in 1984 and are headguartered In London. Today the comgan
awer 4 500 people across Europe with principal offices in Amsterdam, Brussals, Bucharest, Buda
Frankdur, Londan, Madrid, Milan, Csle, Warsaw, Stockholm and Zurch. Enron is a leading pari

ibaralsad UK and Mordic energy markets and is the leading new enfrant in the rapidly libaralisin
Eurnpsan energy markels. Nalural gas and aleciricity markaling businesses are suppostad by po
devalopad, owned andior operated by Ennon in laly, Poland, Spain, Turkey and tha LK. inciudin
larpest prvately-owned COOT combined haat snd power plant, the 1875 MW Tessaide stalion in

Enran is ane of the work®s leading alesciricity, nalural gas and communications companias. The
revanues of 5101 billion in 2000, markets alactricity and natural gas, defivers physical commodi
financial and risk management sarvices o custormars around the word, and has developed an In
nabwark platiorm Lo facilitabe online business. Forumne magazine kes named Ennon "Amedica's M
Cormgany” for ik conseculive years. Enron's Inbermel] address is wes enoncom The stock s i
the ficker symbod "ENE."

For addifamal nformation Mease conl@st:
Jackie Gentle

«44 20 TTEI 4141

F Back io top
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Enron Completes One Million Transactions on EnronOnl

Erom lmvesios Reintions FOR IMMEDIATE RELEASE: May 23, 2001

Fradafininleng

Esanmrch Houston: Envron Comp. announced oday hal it kas compbated ks one miionth transaction on En
e world's largast web-based e-commance platform for commbdites.

Lespall & Friwscy

“EnranCnling has bacome the banchmark for the way enangy and other commodlly intusinas do
has brought transparent, realdime pricing o our cusiomers and provideas them with redabda dediv
chcks of a mouse,” said Jeff Skilling, president and CEQ, “This is a great disy for Enron emgloye
warked hard S0 make: EnranCinfine a realily.”

Az an online exdenszion of its successiul wholesale energy busingss, EpronCnaling began ransac
gias and elecrncity on Moy, 23, 1998, Since that tme, tha company hes extandad the platiom io
appraximabaly 1,500 whalesale commadity prodwsts ranging from enangy-ralated commodities 1o
matals, forest products, plastics, petrochemicals, and weather and credit denviatives.

Approzimately 80 percent of o Enrcn transactans are now conducted online, and e cost of pr
fransactions has been reducad by 75 percant. To date, the notional valus of &l frensactions on E
axcaads 3550 billion,

*In just 18 months, Enrondnling has added tremendous scala fo our wholesals business, integra
strangths in credit and fgk mansgement and logistics,” gald Skiling. “With the power of ta Inber
befsava the potantisd for extending cur business mode! 10 new markeds is limilless.”

Erran is one of the workf's leading electricity, nalursl gas and communicalions companiss. Thia

revinues of $101 bllion in 3000, markels electrcity and natural gas, dalivars physical commadit
financial nsk managemant services o customaers around the workd, Forlune magazing has name
“fumefica’s Most Innavative Company” for sl consecutive years, Enron’s Intemet address is wi
The slock |s tredad under the ticker symbal "EME.”

For additional informartion please canfac.

Eric Thada

(T13) 853-9053
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FOR MMEDIATE RELEASE: Wednoaday, February 23, 2000

LOMDON: Enron iotay launchad EnmanCradibosm ™ the first global onling credt deparment fo
credt prices and enable business-to-business customars b hedge credit exposura instanlly viat
EnconCredibeom helps businasses evalualn the credil qualty of ther cuslomens in real imea ana
March &, 2000, will aliow tem to ransact in bankruplcy swaps via Enron’s giobal intarnet-Dased
swsbam, EnronOnlne ™.

"fg E-commerce incraases tha number of Irangackons, the range of counterparies and the vola
markals, corporations need sophisticated credit risk management oals to eveluate snd manage
real lime,” 23id John Shem, President and OO0 of Enren Eurspe,

"EnronCredl.com ™ alows companies fo focus on their cora business activities and leaves the e
manggameant of credit sk o us. Our slrong position in the markelplece 85 & leader in both E-on
rigk management as well as our thorowgh understanding of & numbar of ndustries qualify Enran
provide innovative B28 credi risk management solutions, © Sherrill added.

EnronCreds.com™ halps medium 1o lerge corporations across all industries mitgate credit sk d
io thieir commercial contracts on & real e bagie. [f order 10 usa the full scope of the S6MACEs O
wehste, users will first nead Lo registar for @ usar name and pasaword.

Editars Notes
EnronCradil, com can be Rund swiw annoncreds, com
EnronCraditoom ™ is a trademark of Enron Evrgpe Limiled.

Enron is one of the workd's leading alectricity, natural gas and communications companies. The

wibich oans aporoximataly 534 billion in energy and communications assels, produces esacincity
gas, develops, conslnecis and oparstes anergy faciities wardwide, dalivers physical commadilia
financial and risk management sorvices to customers arsund the world, and is developing an int
matwork platfonm o faciliabe anling businass, Enron's Inlemel address B www enron.com and th
iraded undar tha ticker symbaol, "ENET.

& Pak i iop

01396
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Enron Launches Australian Power on EnronOnline

Fmiron Press Eonm

frwron Investar Aslations FOR IMMEDIATE RELEASE: Thursday, March 23, 2000

Prassnintions

Ruearch SYDMEY: Enron announced ioday the launch of Australlan powar as the newsasi commuadity avi
EnrcnOning, EnrenCnling is an inlemet-tased transaction system for wholasale alacing powar a

Legal & Priuscy commodilies. EnronDnfing users can ransact business directy with Ennon as principal.

EnronOnling providas raal-time pricas for power, natural gas, coal, weather products, palrocham
and paper, emissions cradits and ather commodities in ke Amenicas, Europe and Asla, Since M
EnronOniling has compleled over 50,000 transaciicns.

“This is a significant stap for Erron Austrelia, which builds upon our existing insding cperations,”
Cuilkey, managing direcior of Enron Susirala, "EnronOnline ollers users a new level of price dis
enanpy-related praducts arcund e ward, Wea already have a strong nberest in the service from
based countanpartias.

‘Enron Australa has been operating in Australia since July 1998 and has developed a lesding p
dalvaring risk-managament products 1o Be Australian market, Wikth this secvice, Australian clect
be added to e axtenshe salection of raded products available through Enrordnline. Llaarty, 1
depth and liquidity io thi lecal mised,”

Registered users will ba able o inslananecusly conduct iransactions with Enran and see reak-tim
winrldwide commod®ies thraugh the Intarmet. EnronCinling is fres of charge o wsens and avaiiabl
wivww, EnronOnline, com. Usars who are nol pra-registenad will need 1o complete the online passe
epplication and ragistration forms in order to be able 1o view prices and fransact caline.

Emron is ana ol the worlds leading elaciricity, natursd gas end commumicabions companies. The

which ownia approximalely 534 billion in enengy 8nd communication assets, produces electricity

pas, davelops, constructs end operates energy facilities worldwide, debvers physical commoditie
financial and risk managamend services b customérs arownd e world, and iz davaloping sn nt
network pletform to faclitate onling business. Enron's infermed address is www.enron.com and th
traded under the ticker symbal "ENE™,

For adoiional mformatiaon plaase confact:
John Armiler

T13-846-8423

E ek o bop

01397
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BEREREE

Enron Pipelines Launch Capacity Bidding Open Season

iroe nematise Bacatiorn EnronOnline

Frasantasions FOR IMMEDIATE RELEASE: Manday, June 12, 2000

Amumarch .

Legal & Priwacy HOUSTOMN: Enran announced foday that its mberstate natural gas pipefinas wil bagin offering ca

EnronCinling,

Trangeesiem Pipeing Company wil be the first of the Enron pipelines o offer capaciy for biddin
opan season conducted on EnronOnng, the globed Intemet-based commodities ransaction sys
Matural Gas Company, Morthem Border Pipaline Company and Florida Gas Transmisson Comp
to offer serdces on the new e-commerce platiorm In the near fulure.

"The wse of EnfanOnline io marke! interslats ransporalion capacity raprasenls a maor slep log

pipelines ook for new ways to use e-commerce to better senve our customens,” stated Stan Hord

and Chiel Execulive Ofcer of Enran Gas Pipaling Group, "This innovative apgroach o madkedin

capacity cheary benefits both inferstate pipelines and customers, Wa now have expanded cusio

thirough thes industng’s leading e-commearce prationm, EnrgniOnling, whils cusiomens receive mone
and greatsr flsxibility in purchasing capacity.”

Transwasiem will mitally offer 20,000 Dekatherms per day of firm capacity for the month of July
opean gaason will ke conduclad through a sealad bid process 10 Begin June 22 al B:0D am, Canl
close June 26 at 200 pom, Cantral Time. All biddars will ba notified of acceptanca or rejection of
A0 pom. Cantral Time the game day. Transweasterm will absere all undarlyirg procesdures far a
capacity as spacifiad in ils FERC Gas Tanff

Since Its debut last Movembar, Enrcnidndne, an intarnel-based transaction aystam, has rapidly b
commadity-trading platform of choice, offering realtime prces for natural gas, power, coal, weal
patrochemicats, pulp and paper, amissions cradits, bandwidth and ciher commaodibas in the Ame
and Asia, The new a=tommirca platiaorm bas completed mong than 140,000 transactions wiih a
fransaciion value excasding £55 billion.

=nron = one of the world's keading electnicity, nalural gas and communicalions companies, The
which gwns approcarnabely 33T bilian in enengy and communications assols, produces electinicity
gas, develops, constructs and operaies enangy faciities workdwide, delivers phiysical commaoditia
Enancial and risk managermant serdces 1o cusiomers around the workd, and s developing an ing
nabwork platiorm o facililate onine bsiness. Enfon's Intemet address & wisww enion oo and B
traded wunder the tcker symbal, "ENE.”

Cusinmers WENING informistion about Transwestem's uummlrg DpEn s2as0n on Enrondnkne, &
Shave Harris, Vice Prasidenl, Trarswestien Commarcial Group at {713) B53-17968. Media inquinie
diresclad ta Gina Taylar at [713) BSS-TaE1

® Back 1o top

01398
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down completely, said Peter Fusaro,
president of the energy consulting firm
Cilobal Change Associates,

The bigger question is how long Enron
can finance its trading operation, Fusaro
stid a bankruptcy filing might make it
easter for Enron to raise the cash it needs
to fund trading operations, but that won't
restore trader confidence in the company

Since Enron is a party to every irade on
ils site, either as buyer or seller, it's vital
that trading partners have confidence in
Enron's ability to stand behind the deals it
makes. Analysts say that confidence is
lacking, and an infusion of cash won't be
enough to restore it

hitp:/wwew. intemetweek. comydstory TNW2001 113080007
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- Enron Launches Clickpaper.com in Europe

Ennon inwestor Relations FOR IMMEDIATE RELEASE: Tuasday, January 30, 2001

Prasaniatioes

Ruswarth Landan: Enmon Induesidal Mardseds armounced today the European launch of Clickgapar.com, an
based iransacion systam dedicated to the forest prodiects ndustry 1 suppor s expansion plan

Leggal & ehenry sachar.

Clickpaper.com provides a Trade” platfarm to buy and sell physical and financial (swaps) pulp, p
wood products, which is principal-based, commission-frea, and real-fimie, In addition, Clickpaper
functon providas open space 1o ancnymausly post bids and offers with other market members o
commission-Tree bagis for products that do not il the terms, conditions or spacifications for the ¢
products Bhat sne postad on the Trade' potion of the sie. The Wab-sita also provides niws, res
information dinectly relaled o the industry

“Enron is the warkd's leading provider of finenclal sk management services o tha pulp and pap
By adding finm contracts for physical products with defined guality and parformance specification
ranpe of pulp, paper and wood commodities, Clickpaper.com will bacoma the prafared on-line s
principakbased rangactions in thés repidly commeditizing indusiry,” said Jeffray McMahon, prasi

ol Ensan Industrial Markets, “UHilizing fhe proven business model created with EnronOnline, Clic

offars cusiomens in the pulp and paper industry & unique sat of benafls, including comgpalitiva pr
price transparency, which wa balive will provide liqudity to this market.

Sinca unching with dollas-denominated products in Seplember 1988, Enron's Clickpaper.com h
mara than one millien tennes of product, equivalant to LESD 850 million in rational value of phys
financial progucts traded.

The Ewapean kunch of Clickpaper.com coincidas with the listing of a wide range of both physic
financial pulp, paper and packaging products in GBP Sterling and German Marks on e syslam
MBSK (Northern Bleached Soltwoad Kraft or ‘pulp’), Mewspring, LWC (Light Welght Costed), A4
Dl Cormugated Containers), and Testliner. More than 300 producars and consumers have been
the first wave of marketing activity desigred 1o ensowrage them to trade on the IMemel-basad sy

Fubure plans for Clickpaper.com inclede expanding the product menu with addianal linancle! ns
managemant products, and additionsl physical pulp, paper, and wood products on a glebal basis
and the commoditization of the products increases and an active, transparent spol and fonvarc m
pulp and paper products devalops.

Editors Motes

The system Is curmanlly avallabla at waw. Clckpaper.com. Gues! passworcs and usar fDs are av
interaated customens in the indusiry, Prices for pulp, paper Bnd packaging products will continws
ot wewnwr, B nnga O rlin &, com.

Enfon has provided risk managemant products and financing for the pulp, paper end wood prod
sinca 1987 and is ihe largest irader of financial risk managemaent groducls in the pulp and pager
date, Enman has comgleled financial ransactions iotaling more than 17 million tons of pulp and p
with & notional vahsr axcaading 39 bilkan. Producens and consumars have used these products
pric risk associated with their raw matarials and finished products.

Enron's European aciivities began in 1889 and are headquarierad in London, Today the compan
mora than 4000 people acroes Europe with principal offices in Frankhurl, Lenden, Oslo, Moscow

http:/fwww. enrononline. com/docs/ marketing/PressRoom/M 14078/ 0 1 4 2 0 1 2/4/01
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Enran & & heading pd_rﬁ:jparrt_hﬂ'u Iberalized UK and Nordic encngy madkels and is the leading
in the rapidly iberaizing confinantal Evropsan markets. Netural gas and slectricity marketing by
suppaorted by power stations devedoped, owned andior opermbed by Enron in taly, Poland, Spain

the UK, inchuding the world's largast privalaly-owned CCGT combined heat and power pland, Tha
Teesside station in the UK.

F Bk toiop
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Enron Communications Announces First Commodity Ba

inenn Fraa Agom
Enran ewiles Hedatione TTﬂd__E .....

Freasnkstioarn
Raseasch

FOR IMMEDIATE RELEASE: Thursday, December 02, 1995

HOUSTOM: Enren Communications, Inc., a wholly-owned subsidiary of Enren Corp. and a heade
delivery of high-bandwidih agplication serdoes, announced todsy the first forward trada of bandw

“This iz 'Day Ona' of & podentialy enomous marked,” ssid Jeff Skling, Enren president and chie
officar. “Most companies that need bandwidth taday are onfy able to secure inflexible multi-year
sel amounts of capadfy - just like ol contracts in the 19708, natural gas conlracts paor b 1980 2
jpowar contracta preor fo 1984, As was the casa in fose nduestries, the market strociura for band
currgntly inafficient and axpensive. We are demonslraling thal bandsidth can ba traded under i+
Based contract structures with the essurance that guality standards are in placs and mondored ¢
it buyar and sallpr”

The frade will rasult in a monthly incremental contract far D5-3 bandwidlh betwaen Mew Yark an
Angeles that can move data at about 45 megabiis per sacond-a apeed that allowes e ransmiss
sirearming wideo end other bandwidth-inlensive applications,

Thiz sedlar in tha transacton will be Global Craasing, & workdwide laadar in tha constuction and
high capacty eecommunications nebwarks

"Wz are axcited fo be a part of this nesw concept, As B lerge-scale buldar of nabwark infrasireciu
akwirys interested in developing new, creative ways o bring bandwidth & market, 'We congrabula
thedr lesdership, and ook forvsrd Io working with tham.” sald Jon Tingley, president of Global ©
Senvices,

Al lnday, Enren Communications announced that the “Nosh Amedcan (Mew York - Los Angal
Banchmark Segrmenl®-lhe commodity banchmark for bandwidth crossing the US—wil soan be ¢
the “Atlantic (Mew York - London) Benchmark Segment” for trisding bandwidth intamationally. Th
sisgpnent links tha LS and Europaan kocations baginning with the UK poaling point, lacabed in Gl
Crossing's Londan faciity,

"Thi Horith American Benchmark Segment is now open for business. The Atlentic Banchmark 5
aupeacied by Mey 2000, sed Tom Gros, Enron vice presidant for global bandwidth tading,

About Enron Communications

Enran Communications delivars the Enncn Inteligent Mabsork ™, a Pura IP™ broadband overlay
Infmat, Enron Communications also provides fch, mullimeda ePowered ™ application services
bandwidth manapemen] services that anhance cnline commerze and communicaiians. In eady 2
Ernrgn Inteligant Matwark will extend its reach io Euwrape, Japan, Asia and South Amegica with m
POPe and focal ePowered distribution partners. Enren Communications offers ISPs and nebwork
range of bandwidsh transport solutions thal enable businesses o handle kigh traffic and high b

whodly owned subsidiany of Enron Corp., Enron Communications can be found on the web at ww

Enron is one of the worlds leading elecricity, natural gas and communicatons companies. The

which owns approdimetely 534 billion in energy and communications assats, producas alaclricily
gas, develeps, construcls and aperales energy faciliies worldwide, delivers physical commaditie
finamcial and risk management sarvices b cuslomers arsund the world, and is davalaging an int
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.I.-r nebwork platiorm to facilitate online businass. The stock s Iraded under the ticker symbal, "ENE.
_ For adaWana informalion plaase canfact:
Claudia Johnson
503-833-4425

daudia_johnsongenmn, net

) Bk o jop
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e Time Th i his beeoens clear thilm Eroen s viloe [is in it eone
energy markas and he rsdisg relaioasiss, hive sempanes &
g cormquny aie bsing pormsded by the grewing eradin and
sorparsie posemensd wandal. The lguiding pap is olosisg Sxa.

Cieinher 14, TW1: Fasiow wikes " ke ol absence’.
Dioteber 25, 108 - Ervon sy that W o drowing oo o bilboa-dollsr

cradii bne ;oo L] e & will rem ran e ol
MERCY.
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avan planrad o use i kil ond
cnsels b alher whicde new chsiibeg-
tion charnets 1o lucrotwe enberbalne
e inchsites,

Lostar an i Sutumn 2000, ot tha
camoamy ‘oced dsopter, M top
axaculivid wana foeesd o gdmi
Ihat Bvery haod wsesdl e deld cop-
1o ioked on ond oi-bokance dheet
gurng the boam yoors ho mokie
SOITHE pOor imvashmanis inonon-core
buninasas ¥ To mary. | seemed
mat Ervon had bawghd s inhamet
ared aifier nEs EoanorTy dREors
by mortgoging its choncas ol -
wival o8 0 More Mundone Com-
Eany.

By thien i hiod Daen rayemiad just
Fiawe complicabad same ol The off-
boknce shast Tarsachang neolly
were Cin Mavernbes 8, 2004, Enron,
Peyeine Dwokan oocounng rules,
wind abliged b revaal o small friac-
ficn gl ik aff-boforge sheat frong-
oction. IFs not clear kom Erron's
esiolemand of b occounss whot
e Bcandgmic maSvalion «aa far
complicaobed trareochons such os
that dascribed i Box A |Sen poge
5] Bt ol i DaCame chs o
trauble brewsad molke summear of
2001 complicalead alf-balance
ingal Forgochong juch o dhis
made 4 difficult bo convinoe aro-
Iysls that fhe compary wos being
idighiorwind m iy alternpl 1o
meal aormings forget

Anoiysts oso began 1o reole
ey Fusdd e oway B be carlom
whighhier o not cosh Gooked
upkont hod come with a hidden
grica tog in fe fgmn ol fitue crad
itk o affer obdities,

Qt-bakmca shaal wansochion
o B sl fo oo The rbk ond
Wroarage Eolla ol @ company in
micre orofound wops. For exonrgha,
e korlin specidl pUposa andly

Il wiod crealed & RS manEy
from Enon's  woled  Commpony
aseets Bsued pome FRE million in
detl o invesion, due i 2003, thas
i Dackad By il owals Company
Qs Bt iF the Dok volis of tha
woilr compony Omas aucn os
‘Wener Waler, fel belors the deké
Wl repaic 1hen Bnn wid lkely 16
have 1o moks up e shorBoll by
mipors of 0 Chinge ogainst 155 own
eornirgg Ospray, g wehicke lor -
ing finance wing Enan’s ensgy
aned oithaar pspaks, haas o simdor sirus-
e

Im ccaditian, Sredhar thial fundes
somne of the special prpose wehi-
Cles wiale proivisad ey ragay-
mients in cash or codabenal il Enron’s
cradit npding Al Dalcer O Carkain
bayed, This bind ol clouse b increas-
Frgly SOmeon I Songanala rmancs
gy rveshos in dablb irehumenh
hopd it vell reduce T sk Pl ey
will end up holding credit gy *junk”
bronds. But while ogresing 1o thasa
clausas helssd Cmon gan the
linoncing nat iF reeedad af o com-
peilive rale. the canfngent nahne
of Thad lyrcing sgnficaently moduced
thee choarces of the company surs
wiving any criss that figgened flows
of ek, comb g osoksble gisels
back 1o B fnoncing porines.

In @ repart on the potentcd dane
e ol rafrgp doremgrade nggen.
relansed alted e Edrgn Bank-
niplcy on Dacambar 7, Moady's
Ireiptdiry Sevvica moded fob oos
Ervon's rafings wam doarigrosad.
it ¥iggened o number of cam o
colobars  demords, Thess  in-
chucad, soys Moody's. “o 34580 mi-
o fafe poyable o o Imited pori-
rrnhip which, absent coliohsml, ks
o demond obigation. Moreover,
Errgey rragsl rapay, redmonce. ar
b colaleahe addiforal faol-
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Mavemmber B, 001 Laron foemally ressies iy asningy: for 1557
W 2L e dnoodiml Tor the B1.3 Bllkan redectian 1o sharebobders”
equity chat hax alreacdy cxsesd i sn reuch decubile, [T admaie thae
“periain off-talarce saeet pniitis B30k have been inchsdsd i
Ercoe’s carolldated Snancis) pupagay™, [nghili g tesn mows
faai Erron's declared dehi berden increased by bardosds of
miltiars of dalless in the period, and its ol noone is |iewie
il

HMavember 9, B0 Eaning diseser is e face, Eamon aasousces
Wl 1 bk dgread ke i Sliosees by ChevroaTensco-hatesd Doy,
The eommpary wonldl be led by Dynege's Choek Walson, wha
TERsEies irvesom that the pew company would “ieep & finseg
Balaroe sheer yad siraighsfrrannd Tnancinl srooniss s key
priosities”. Under the deal, ChevronTeobss sdvansss Dynegy §1.5
Billiza 16 buy o shire is he Merhos Maminl i pipding, givieg
Erros the cash imfision & mesds o sy allear asd preservs s
oreillt ratings. Dysegy galos the right 1o parchase te whale af Be
pipelines il the deall el hromgh. Rather hopefatly, the prei

wn rar e | degorThes thes naosiver @8 ndeashing the sl of
Paron’s com aeargy e resos”,

Maveinlsr 13, BHIL: Errod Srwe jraded, which i idmis en
Havernber 19 will seguws i io pay off cardy 3680 mallicn of debi
thai wusld otheneiic maluee i 3000, Shares (all agais, and dboagh
by Mersember 21 e compusy hak susceeded in enegoliating (ke
dabe, market commestaion e saeing b sy du Dynegy mighi
woke mmerial edverse ahangs (MAC) clapses in e mengs
aggreenietvl, ard Breaches of repressaiaton, w Tree Reell of the deal,
Signs sre groewing than Enron's cone sniegy mading busineas will
souns b cripplad by dhie mBCeTEnTy.

Movemleer X1, Il ¢ Betweed Mavernber 16-21, Enmis irminges i
51 Bllion cradin G Soon TP0igan Chiss sl Ol proop, ssiiisd
aguing irs pipelises. The company continiel desperite fegatistony
wilh i afier eredilons 1o presrve it funding andl liguidy.

Moversier 18, BB Trenepy 86 saps 1 has mom inaned Tae mstger
ppreemers arel wail SNEfOise it Opioa 90 PLrCRass EReon sl
in the Moskern Muwal Gas Compary. The maia riliag apeneis
dowagrade Ennoe's siting 16 heling irssitreen grade, which in wes
iriggers Rarmdil Cleies is Esvan's del oblgations. Lay sy here
will e @ nervponaes Bppensin of o peynsaLs exoe thass
ImobEsary lo peolecl B compny's core esengy franchsie. Owver the
il few diys, Envon's sharcs wade betwasd 45 wnd 23 oents, dowas
fhzes thedr hagh of 1940 in 23000

Becemiar 1, 1001: Ereon fika for chagier 1] nkngics
praecisen e Lhe cvune, mrpieg o mlemk 1w Dpsegy B 510
Isllion for boeach of combract. b easiutive contarmis o struggle W
evbeape seme of the walse off 13 core enerpy Bainess, hopong o
il mp s @ new ervily. Bult bom Uhes daie, e lnervers asd the LIS
barrugiey court hedd te whip hard over & coperit on tht el
nurely mised its eamings mpges

Deepemibiar 1, 2B01; Thisisanis of emphoyees in Houson ase

b oY 34 cormmatristnre specubsin on dw chanoe of Enn fnding
acuph fnaacing and marks crad ity w0 preserve (s oo
maburadl pas anad posser iradiong buincses, B e bensli of 4
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fed Iplaing §3% pdlon which oni-
mority corpsl of $2.4 bBilion al dail
n Capray Trust and P15 s of
dibt in Aot Wober Trusl ™.

Thit dnd af canfingend funding
was fobe o be paficuarty dom-
agryg in Ik cove ol Brios, oe-
cows olirggg FEpian wera oo
prasanl in many of Errom's whoke
jole anergy  trading condnacrs,
Indead, imvesiors and credfons
kremyr Snal Tha whiole ol e cosh-
P I Erean®™s  countangsorby-
s DuBnaEsRs wets contrgand
upon confidence in Bos Crecn's
shemrl-fanen Bopa Kiby and B comnbinge
anGa ol i investman! grade credi
rating.

Sinacburad Freancings aran'l only
o ueslion of gecity, but oso ol
ol Analysls ko Thal JF dech
dank e nol $rychred oponapns
sty thay con alow componkss o
reior econoernic rieks thal o Rl
raprted  alsewharg, There 5 a
gonger, erelore, ¥mpl in iha
imaneTotdity ol compicatad aff-
bt dFaet Nfaring.

Erran's gr-balarce shael el
of st ofd et loak aspecialy
unrmaling i spring 7001, and ihe
rofics of dabl-o-ecuity ond 10 G
ol ke compiny wers Sonsadangbly
Esaboiew 1hea ropfins @hat £ hod once
endured oz g heoviy Padeblbad
pipeire cormpany, Bul 0§ ke shera
oo Ted, amd wnoarhoinky about
Thagy Stk @] el b ko Coy ghagrand COmn-
milments incweosed, The creciniiby
of Erron's fop executtves become
inciemErghy vilal.

The trap closes

Much ol Enron's strabagis widon
oegan 1o bal aparf wilh ke Bkl
iy of M dolcom Bubole and 1ha
travais ol the global helacommen-
Lofons ndusiny, Ul ferg w08 0

*In bz 2000, LIMAZ [one of the prveuie investment

balasce Ahesl amaactinons wich

mote for 570 million. Bnron recagised §67 mitll

— ERisk.com

e g
Enrce] purchased dack fbre opts: a
purchass price of 100 million. LIM2 paid Enron $30 million in cash and the balemce in

o [ pre<iax earmimgs in 2040

I
pedated o the asset sale. Pursuant to o masketing agreement with LIME, Enron was compensatied
operation snd madmenance services 1o LIM2 with
resgsee] 16 the [ihue, LIMI2 sold 2 poation of the Ffibee % indussry participants for $40 million,
which resulied Is Erson recognising agency foo revenos of 52003 milkion. LIM2 sold the
cesnaining dick fibee e §113 millsom in December 2000 fo &n SPE [special purposs entity] dat
was formed to angsire the fibee, [ December 3000, LIM2 used & portion of the proceeds io pay
in Dl the niote g acerued inierest owed 1o Eroon. AT e time of LIMI's sale of the fibee o the
SPE, Enrun srieeed inio @ derivative contract which served s eredit gupport for the benefit of
soene of B debit holders of a third-pasty investor im the SPE. Thas ¢redit sapqeoat provided the
Reridir with & apecified e of rebem. As & result, Ennea’s enedin exposse under toe £10million
rite wis replaced with 861 million in remaining exposure unier the derhvative contract. LIM2

for misketing the fibes in others and providing

carmed $2.4 million on fts ressale of the Mbee™

Envunt, resraremens of accowis, soe IR W W GNIEC00U IR0

chakorgad recschicn in e eopuSy mos
ks 4o tha signilicancs of ol |ig I
Apd ‘a.'_l:ﬂfﬁm-.-nr. EhiE SOy
siorted o cut nundieds al g am
it brondbond ueit, Gl o 1P Cuss
conlinged ey uncedined boee
long Enron might bores B el b
ooyback on ks expenshe ineesl-
mants

Treciigh aary 2001 the prce ol
Frucn's shares fook o fumble bud
fow of The hedge fundh el Bod
siochad Boo ssl Erean s Siook ghaet
IRt et tha arsagy glont wos
licaly B3 go bush Soroly, mast and-
Iysts thought, s prodiloble cong
eneigy and Vodng Rroas bus
neEs wioidd mipmot ihe shores of
arooand E30 o share o sdme uchy

Thia soltaning up al canfidence n
Enran was under way, Fowesar 15
clesor with Rinckighl hod G oo
tanl mcment was when analysks”
unicerhainky began 1o Be voced n
moansfrpom publcofons fuch aGd
Faffumd i kasnen 7000

Thig quesashions Denan 10 ba osed
willh resved force whan el
Exiling, oppainfed ai CEQ in
Fabyiary, nesgned (et g manig

la%er. Skiling's August depariues
ropad Gquasiiond aboul Enron’s
manogement  stuchee,  fuch
weone, A gored Sredbility by anolysts
whio i Bean wondaing ool aud
lor some montts about the progs-
ety ol hoew Bnron nod smashuned s
oflbakonce theal venicha Wosst ol
o, the panon ot e cenie of
samie af fie mos oonbed gueilicr
won Enron's chied froncicl sffcer
A e Foboaw, wid hod ovamean
Ay ali-boknsa fhes? ocivaes.

iy, Foslow and olher execu-
twes hod hken paconal dlaked n
wame of tha Peasimant portrare
igg a1 fomipd the coundemparn-
hies ta Enran's off-boloncs shaal
decls * Tt rmaanl had, 05 Ereon
moved nbo o cruciol sioge ol G
mamiagament it lahe XK, Fastons
and GlFar kay axsoulhas coukl nod
crpditdy ieonure the markst oboul
e @ra, shyclag ond puopass of
Enman’s fobdhies and posicuoily it
cil-bokrics Vet Maching. Safling
frige Enngn’s Quihors, These eueou-
I wigre iz dhe only reol guoe-
anbors &l Eidn’s iedma d orningm
i the lole 1990
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Al the places waia now in ploce
low & ot ol coukd mab e mon-
aged. The final counidown lo disos
har aver tha haa months lessding up
e Ervan's Choptar 11 Ronkaphcy
fling on Decemioer } i chared in
o fimadine. By the Hmea fhat Evon
et G pusted il Siss momogameni
Iy o wilh il GOESala goves-
mance dodunas, iE EJUidily Fme-
ok vwias Boking much hoo 1ost.

Thie company femoty reshofed
il samings on Moversar § s
account far o $1.2 bllon eductan
fo dharshacliders’ aguily. It wad
abigad o odmil “cerlan aff-hol-
anca #hea® antias snoukd howe
hiaen nchioed in Ereon’s oormod-
dafed finorcial slofemends poe-
qusand b genanaly  aoCaphed
Qoeounlng Sansisdes”

lnchudingg fhem meant Ereon’s
dechres deb! burden ncradnesd
vy Frurciads ol mmibong of dollan n
e perod and b fed incsme wios
Feaive raduced. Ereon’s awn sum-
many of the restalemend I given in
Bz B Bl Thad muertbndey sanan'! o8
inrgotant o iy Qe 1ersa oodmigion
that Mg aigingl “noncial shaka-
ment [or fewa peiods ond e
audt reparts eatng b ke paar-
ard firancial Haolamanh for 1997
raiagh XX0 gnonikd nal o rabed
]

Conclusion

Areody. abservers of fhe Enron
Barupdoy Bove haben divengeand
wiews an s couses. Those who give
T mrmlil o Ik dooial 10 Erosn'y
lo esacubivas wispect ol whils
e camimay  maght inavilaisly
teen heodng ior o foll 0 1erms o
ik dbewe pice i wal cosspullad
o ponkrupicy by poric-siicken
irreahors, Tha argument oyl Il
irpashons kWed fo recogrise el

Erdan’s acoouwnting ond coponate
gowamonca probkms hod inllicted
ralativedy tivial damaoge ©a an
apanialy hadllfy Cormpony,

Thow o o mome cyrecol Do
haree guggesied thal Ireon wios o
shor perfomer anby in dhe serpe o
pulling &0 0 gocs 0o, For M
cameiantalan, Ennan'y ablity o
mes aomings ogat, ond rpport
athar figures and  rotios fhl
pleasesd e mockal, wis e raaull
al s Sevd-glaver - pal nasaranly
ilegal - shaping of cohéiows. Thal's
a chirgs thal con only e fnally
sabfied by o mribe saominafon ol
IheE compony's boals, ard oy e
SELC mwe sHpaSon mdvw Lmcer way.

The chisl exscubive oflicar al
Andertgn, e oosounding tirm ot
gracfad Faron, has cneocly sought
o detect crifcisrm by paimling o o
gl kKaoeg al e ocooundireg
orpledsion, He soys than boday's
Compornyy SCoounly e o Bock-
wimd-Aooking. al rsEy olfar only
rtermittent dsclopre. that They fol
G Sars o lemg wilh Si-Doiance
el specinl puroose venckzs, ong
el thiey should suDpart o wider
ronge of ey pedormonce indica-
hein. b

Thd worbGus eaguitied img e
Enran Eafien ara Bealy B0 prabe
deep and kg By ihat Hme.
theugh, we will hove far more infiorn-
rwticens 1o R Shon i ineeasloe
os thizy caumped Enron’s shores, o
crecllors s ey anfoiced Conline
gent clouses bopad ther copdbal out
Irezmm T cgregsany

Tni puggashs hat we musl look
liesr €n dirvgsber extpl onalion ol Ennsn’s
8- 26-ocmnl deafn spinal

Partiagd  Engn's  shorahgldens
soidd ot on the compony Decauwsa
ey baleved thal 1o Searge s
dregrs and maka it horgets, The

*The restutement will imclhade o reduction to reporied nel
moni of spprosisaiety $96 million in 1997, E113
million in 1998, £250 million in 1999 and 5132 mmillion
im 2000, increnses of $17 millian for the fins quaner of
2061 and £5 million for the s=cond quarser end 2
reduction of $17 million for the thind quarter of 2001,
These changes to net income are the resadh of the
retrcactive consodidation of 1EDL snd Chewoo beginning
i Mowvember 1997, the cossalidstion of the LIM|
sobsidiory for 1559 and 2000 and prior year propossd
audif adjestments. The consclidation of JEDI and
Chewon adsn will increase Enron's debt b appronimately
711 million i 1997, 3561 million in 1998, 5583 millen
in 1999 and 5628 millon in 2000

Emro, summary of retotmenl of Socouss, soe
1 A,

ERisk.com

company had engreered awoy
any chdanca o O mong mundone
b banCE. Thase wios no Haor ko Phe
shoe prce becouie Gi e sk
fesl, irrwanglcany G craclley Coama 10
sispact thal machamam  wens
giready in ploce Fal wookd doin
oy ja4l-a-shane cong Disbnes of
the bguidgity ord mpubalon that &
dependad wupon, Thay alneody
ke il i comgany™s aocaurls
wioh b D of 1Bk use i such o dhes-
fion. And they no longar Doldgvad
e only peopke who oukl guickly
fil oy 1l ops. @
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b ERine Ll Pl Bk By - Ervon Cosponalion”. Febnary
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2 "Frugn Man Al Sed-300 1o Sosh Debd™. Housion Cheonicie,
mevrnbaed 15 001

3 w20dy's Special Commenl, "Tha nnlsnded Corbeguiices
o Raling Triggan”, Deciemna T, 3001,
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Howeser, S&F also rated six ransactions called credit-linked nales (CLNs) says Khakes, and the loss
potantial here is far greater — Ihay represent $2.7 billion in direct exposure o Enron. CLMNS use 3 similar
struclure lo synihatic COOs: a special-purpese vehicle (SPV) issues noles Lo investors, accepting their
funds in return, and than fransacts & credit default swap with the firm that is holding the debf. The big
difference is that a single name backs the CLM, rather than a pool of different names. “With these CLNs,
the invstor i buying exposure to a pool of one,” says Khakesa.

Enron also transacted three structured credit deals of its own that were rated by S&P, issuing a total of 53
billion in notional value, says Khakee “In these deals, Enron is the counderparty — they were one
counterparty in a credil default swap and the counlerparties on the other side of the deal are facing risk
fram Encon nol because the company is part of their portfolia, bul because the deal will have 1o be
larminabed.”

Far mnwistars in Enron's own structured credi, if is unclear whal happens nexl. Khakee suggesis that the
ounterparty will nead to seek a replacement value for the terminated default swap, and will polentiadly
have & claim against Enron equal to the net difference between the value of the swap when firs
Irangacted and the current market value of 3 replacenent - they will mark the deal to markel, and sccept
either a net gain or loss.

Fitch's Lanch, however, says that's not necessarily the case. "It depands on the structure,” he $ays. "Wy
understanding = that, on day one of the fransaction, in order lo de-Enk the rating of the notes from Enron,
invesbors” funds would be used to buy sovereign debl. In Ihe evenl of Enron's bankrugtey, those bonds
wallld be liguidalad to repay the invesiors.”

The: unceriainty about close-out procedures for Enron's struciured credit ceals redoubles when attention
gwilches to the company's derivatives ackivilies, which covered the whole gamut of assets from
commoditles and currencies fo interast rates, eredit and equity. One area that could have been slickiest
was Enron's rode as a credil dedivalive dealer — traders admit that the energy company was a major
player in the market, standing alongside some banks in tarms of the volume of ils deals and appetite for
credit rigk. Add to that the number of Iransactions in which other counterparties ware buying or seling
their own exposure lo Enron — contracts now triggered by Envon's defaull — and you have the biggest
gvant gver 1o hit the credit dervafives market.

"Is by far the largest default of any US corporate and it's beéen the largest trigger since Conseco
Iriggered.” says Greg Rosen, director and defaull swap trades with CSFB in New York. "Enron was also a
very large seller of protection — definitely a net seller - and we estimate that batween 33 and 34 billion
wias sold 1o the markat.”

Firms that have besen Irading Enrcn eregit risk via the default swap market have besn goirng Back Mrough
their decumentation to chack the terms of their fransactions and setlle the deals — CSFB included. "It's
cerainly been tme-consuming,” $ays Rosen, nating that there could be anywhere up to 38 billion in
swaps with Enron as the underlying credi. Meveriheless, he says: “It's been very positive in terms of
reassuring people that the products work as advertised. We expect the trades to selile in a imely and
orderky manmner,”

Those firm thal had Enron as a counterparty, meanwhibe, hava had 1o find new prolection — which Rogen
expecls 1o resull in & large labdity for Enron. “Everyone’s lost the prolection they thought they had, and
gone out o find new pratection. Spreads are likely to have widened since their ongina trangaction, so
theny Il have a claim against Enron based on the difference between the original and the replacement,” he

SHYS,
But what ahout firms that have a multibude of differest dervatives iransactions with Enron? The energy
giani's presence in & range of carivative markets, and ils wel-docurmentad appetile for risk means that

many courtlesparties will need 1o replace not just & default swap, but & whola basket of different
fransactions, from eleciricily swaps to forwards [0 inlgrest-rate swaps and default swaps.
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ldeslly, counterparties should be able to terminate all of their iransactions with Enron, and work out a net
sum, to be paid from ofe party to the other, repregenting a gain or loss across all of the defaulted deals.
At least, that's how the industry would like it 1o waork.

Kimberiey Summe, general counsel with Isda in New York, says that industry documentation makes
specific provision for crosg-product netting, pointing out thal all varieties of dervative are recognised and
provided for under industry-standiard documentation known as the master agreement. Bul getting the
bankruptcy courts to keep up with changes in the derivatives industry hasn been @ simple matter, and
somie [awyers have been warming their dients for years that cross-product netting may not be
enforceabde, na maller how much the industry wanis it o be,

One lawyer — whe asked not to be named because she didn't want to "be seen giving ammunition to the
bankruptcy cour” - says there's no guarantee that bankruptey lawyers in the Enron case will recognise
the arguments of the derivatives industry.

“The S bankruptcy code imposes reskrictions on all of the things that are essential to the derivatives
market — ke demanding payment, collaleral and netting - bul over e years provisions have been added
for different derivatives instruments. People have bean trading for the [ast 10 years on the assumplion
that those provisions will work, Everyone expects them to, but it hasn'l been lested,” she says.

Bafikruptcy law is careful about the allowances made for preferential treatment - the general idea being,
says the lawyer, that the goal i lo preserve the value of fhe bankrupt company, and than to divide ils
assats among creditors, Derivatives market practice, including netting, could place some creditors ahead
of others in the queue. The industry has argued that this is essantial for the safe functioning of the
financial systerm, and US lawmakers have tended to agree - bul the latest legis|ation that would enshrine
the rights of derivatives market participants to net across a range of products [Tas not been passed in its
entirely. As things stand, there's a danger that Enron's trustees will see atlempts to nel across derivative
products as a dilution of Enron’s value, argues (he lawyer.

Most significantly, there's no definite provision for credil defaull swaps under the existing lagisiation. “Aqe
they swaps at all? she asks. “If not, they don'l it into any protected category. Pecgle could be sitting
fhare with a useless default swap from Enron - at the same time, they could have other obligatiens which
they have to pay n”

Isda isn'l keen on the suggestion that cross-product netting might not work. “The master agreement is
interdad to cover all lypes of contracts,” says Summe. “Counterparties should be abyle 10 nel across
product types.” She concedes that Isda has been frying hard to get netting legislation passed “because
we need an update of the definitions,” bul noles that although Isda produces the industry’s legal
docurnents, it does not offer legal opinions. Anyone wanting to know whether cross-product netting will
work “would get a better idea from a kaw firm”,
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ERisk

Who watches the watchmen?

As Enron's experience testifies, killer risks can slip through even a

sophisticated ERM programme. Tightening the net involves looking again at
the roles of risk management and internal audit. Alan McNee investigates
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shauld ol funclions within the
cFganealicon b ireakesd @ 1§
CIBC's Facsiy predicts that oper-
aficnal itk manogamernt wil sven-
by become o8 refired as monost
o cradl ek, with foleronce ek

'I.'J']:J::rafiﬂnal risk is an issue that
could potentially involve
everyone in the company, from
the chief executive officer to

the security guard’

sl o opanalions Gk axposune.
“Thi role of i isk Manogen wil K=s
bz measure fnese sk and b
enra thal Tee oweorce Frils
ora Rt baing braschad.” e woy.
“Wihin Bnece i5 0 cergar Ml ey
oe obout o be beeached. e sk
mianagger will bring this 1o the oiter:
lign f e ik Cornmites, Lok
managen won't foke decisions
about changing the d folgrence
ol B feme oot they wal Relp o
et the iolerancs ek in iha
frst ploce. making mcommenda-
hors tecogh tha ik comenillas,
and than rmaniler Ihe and af how
mach O risk 5 token on,”

o rofe o play in checking on oparn
afanal fse. “in mary ways, opang-
Hicerel Tiske b5 0 berand noma for o sak
of rgks Thad hove aways mdshed,
and ¥ frms hodn't abeody besn
m‘l‘ﬂ fhome (kg 1o seme
axtant tham they wouldn 10 ba
herg, Im 1hat gansa, inhamedl okl
wil gready howe Daeen loaldng of
op s

The cusciloe™s pobs DeCGoms: more
complicated In fms whene quand-
fafve methods are opplied o
el e level of o sk esposee,
fays Chadwortn Wil intemol ouch-
fors bie expanchad fo ook of inese
madeds ond understond fhem? & #
cost-afiective b emplaoy pecple it
the= irdernal oudit deporiment whio
hove e skils 1o underslond o
check he opanalicng ik model
used by M@ @ik mordspament
groupd®

Burl sk niodes that tha qualtafive
dde ol cpemationa sk monage-
maand will confinisg 1o Da mportant,
and Intemal cuditar wil cortinue
o doulde-chack how it & Baing
managed, *The quandhofve side of
of itk = or rsk in general = & ol
oo MrEaing extliance ordl
wsng it to mokes preciclong, With
that comes e obilty b set imiss
ond oliecale coprol Bl fheod
cicyiiry' | mean you con el St boeck
QN you e doneg tho,

“The moins hielps you 1o mesune
and alooote copihal fo it but op st
iy oboul processes ord bahavioun
S0 1 wauldn’l axcact b iea g big
move awady Fom Hhe gqualialive
contrel ospects, aven with sing
facus on the guonlitofive skoe," sha
soys. W

! kvt QU in banis and T supentior's rekaiionsg with

ERisk.com —

ik clan ha! posed paithops tha The FSA's Cheswarlh says e i, Bonk Ior irfemofional Seslement, sugut 2001
mast problems when it comas fo indemol oudil lurchion will abo hove  [iipo e o oo ook e beld Fim)
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Hart, Susan —

From: Michasd Sondow [msondowiiciu.org)

Sent: Tuesday, Januany 15, 2002 531 PM

To: Hague lisl

Subject: [Hague-jur-commercial-law] Self-regulation Part [I: The Enren Coverup

E rron-Ga T B
The imvestigations Of Enron initiated by the US Treasury Dept, Justice
Dept., and varieus Congressional Committees are coverups. Here is part
of the trus abory:
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Enron: Washington's Humber One Behind-the-Scenss
GATS Hegotiator

By Tany Clarke
Special te CorpWatch
dotober 25, 2001

8o, what do Enron Corporatien and the General

Aoreement on Trade in Services (GATS) have in

comman? REter all, Enron is primarily a giant ensrgy

corporation specializing in everything L[rom natural

gas pipelines to electricity. And the GATE is a new

body of rules at the World Trade Organization

[WT2) which ie designed to liberalize crosa border

trade-in-services. Why, then, is Earsn auch a big player in
the GATS

negobiaticons atk the WTO?

Well, for one thing, Baresa ia not just another energy
corporaticon. It has

recently rearganized to become one of the largest, mulei-
sectar, private

service providers in the world. While specializing in energy
SREVICEE,

Encon's product lines now include a broad range of services
from

cransportation to electronic commerce. Since Earon markete
ite services

cn a glcbal basis, the GATS rules being negotiarved at che
WTO provide

the power tools that can be used to knock down any barriers
that may

exist to profitable cross border trade-in-services.

For these reasons, Enron has positioned ditself to be a
leading player in che

major big business lobby machines driving the GQATS
negotiations. But, an

tep of thia, Enron has enormous ecenomic and political
clout, even as it

currently faces serious troubles. Enron is still a player
despite a Becurities

and Exchange Commission investigation into transactions by
its former

Chief Financial Officer. The free fall im its stock prices
and billion dellar

lopsses Enron hae incurred, are set against a backdrop of

skyrackering

mylti-billion dellar revenues in the last two years. More
importantly,

Enron's connectionag with the Bush Administratien make it one
of the most

powerful corporate playsrs in Washington today. hnd these
cannectlone

make it an even more influential player in the WTO's service
negotiations.
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The GATS negotiatiens are designed to provide trananational
corporationa

with the tools they need to take control of much of what
remaine of the

‘eemmons' on this planet. Every service imaginable is on the
table,

including a wide range of public services in sectors that
affect the

environment, culture, energy and natural resources. EY
phasing out all

governmental "barriers" to internaticnal trade and
commercial caempetition

in services, the GATS rulss are meant to apply to virtually
all government

measures affecting trade in pervices, from labor lawe to

conEumer

protection, including regulations, guidelines, subBidies and
grants,

licensing standards and qualificaticns, and limitactions ocn
ACCERERE CO

markets, =copnomic needs teats and content provisions.

How Enron GATS What It Wants

While it was founded just over 16 years agoe with its origing
in the natural
gas business, Enron has guickly become a high-powered,

diverglified,

global services corporation. Originally formed cut of a 1385
mErge T

betwsen Houston Matural Gas and InterMorth (a natural gas
company in

omaha, Mebragka), Enron scon became the largest natural gas
pipeline

distributor in the U.S. By the mid-159%0s8, Enron had becoms
the leading

U.5. buyer and seller of natural gas and electricity, with
extensive power

generation ventures overseas. By the millennium, Enron, led
by its CEQ

Kepmeth Lay, had transformed itself into a mulkl-gectar
service corporatlion

with five major divisions: Enron 'Online Services' commodity
trading

pystem prevides the largest eCommerce girte in the warld,
dwarfing all

pEher snergy macketing web sites combined. Enron 'Broadband
Zervices'

streamlines media applications, customizing bandwidth
golutians on the

Internet. Enron 'Transportacion Services' specializes in the
company' a

rraditional natural gas pipeline operations. Enron 'Energy
Services' is naw

the company's retail arm for the sale of natural gas and
elackricity to both
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Services!'

electrical power

the global
gervices,

of services

commercial and induserial usere. And, Enron 'Wholesale
currently delivers more than two times the natural gas and
yvolumes ag doss 1Ts nearest energy marketing ocompetitar.
Today, trade-in-sesvices is the fastest growing sector of
economy, In order to glcbally market its energy and related
Enran needs faverable GATS rules to promote the deregulation

in other countries and provide conditions for the

priwatization of puklic

GATE rulea

services {so it can buy up more subsidiaries). The =xisting

already contain mechanisms, such as the "domeatic

regulation’ provisions,

eliminats

privatizatian af

negotlacione taking

teals buk alao
sarvices, ranging
traneportation
they will

public access to

democracy ltself.

transnational
global trade ruleas
the U.5.

itaelf te play &
cthat the TECIL,
carporaticns in
faor the GATS
World Services
2000 wag

Board of the

which previde bulle-in instruments to compel governmente to
regulationse governing services and set conditicns for the

publicly deliversd services. The current GRTS 2004
place at the WIS are designed to not anly strengthen these
to axpand the scope of the rules to include all public

from healthocare and education te energy, water and
services, In ehort, 1if the proposed GATS rules are adopted,
radically restructure the rele of government regarding

psnential soclal services worldwide, to the detriment of

Enrcn ie now poised to becoms a prime example of how
carporations not only influence, but actually determine,

at through the WD, especially the GATS. As a key member of
Coalition of Service Industries {UCSI), Enron has positioned
major role in the GATS 2000 negotiaticns. It iz well kEnown
which is ccmposed of most of the largest for-prefit service
the U.5., has played a powerful role in shaping the agenda
negotiatione., Im 1%3%, Enron was alsa a top sponscr of the
Congress in Atlanta, where the blg busineas agenda for GATS

congolidated, In addition, Enron is an active member on the
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Hatiomal Trade Ceuncil which ig internatiomally recognized
aE a strong
backer of the WD, as well as & prime mover behind granting

the
Preaident fast track authority cowver all trade negotiations.
White House Power Broker
What makes Enrcn even mere pivatal in the GATE negotiations
is ite

extraordinary sconomic and political cloub. Between 135% and
2000 alocne,

Enton's total revenuss increased by a whopping 151.3
percent, from 540.1

billion to 100.6 billion -- putting its current financial
waea in conbext, buring

this pariod, the corporaticon's electricicy saless doubled,
mainly dus ta

gxpleiting the California energy crisie, while its sales inp
natural gas ross

by a third. Ra a reault, Enron was ranked léch en the Glebal
Fortune 540

and 8ch on the U.5, PFortune 540 in 2000. In the first
guarter of 2001, the

company posted a 281 percent increase in revenues and a 20
percent

increase in net income,

At the same time, BEaran's reach lnto the White House has
bacome

legendary in Washington circles. While the corporation’s
polirical rties were

well established with the presidencles of George Bush Sr.
and B111l 2linten,

they are now much more entremched in the administration of
Oearge W.

Bugh. Enron's CEO, Eenpebch Lay, is eapecially well placed.
Curing the

2000 presidential campaign, Lay was a leading member on
Bush'e Ploneer

Grouwp, composed of the 400 plus pecple who perscnally
contribuced one

hundred thousand dallars or mors to his elecstion drive. Lay
was the

number ons career donor o the Bush campaign, concributing
5316,050 in

2000. Enron gave another $300,000 to Bush's inauguration

party.

When it comeg to energy policies, Enren's paliciecal eleut in
the Bush

Bdministration is simply awesoms. Aseording o Mother Jones
magazine,

Fnron's Kenneth Lay is Bush's top energy advieor. Het cnly
is Lay a key
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player on Bush's 48 member Energy Rdviscory pansl but he also
WoEKS

closely with Vice President Dick Cheney's new Energy Policy

Develapment Council formed co find short berm selutions to
ENEEY

prablems. During the 2000 election campaign, Enron's
Political RAcoticn

Committes contributed te the senatorial campalans of :
Spencer Abraham

(E-Michigan), who became Bush's Secretary of Energy; Jeff
Bingaman

(D-Hew Mexicod, who becams the new chair of the Energy and
Hatural

Eepources Committes in the now Demscrat controlled Senate:
as well as

the re-election of Tom Delay (R-Texas| who sponsored the
bill khat

mandatad the deregulatclion of electricity across the U.5.
Moraover, three

top White House adviacrs inwvelved in drafting President
Bush's national

energy strategy are reported to have either held stock ar
sarned feess from

Enran: Karl Rowve, Bush's chief political skrategist;
Lawrence Lindsay,

Bugh's chief sconcaic adviser; and Lewis Libky, Cheney's
chief of staff.

U5 Energy Dersgulation, A Blusprint for the WTO?

The recent deregulation of enmergy services in the U.5.
bacame a mador :

demonstration caee of Enron's political clout, as well as
perhaps a major

clue ag to how the new GATS rule making could play oulb on
the

internaticnal scene. Known ag the 'Enron Bill' in D.C.
circles, Ben. Tom

Delay's legialative package called for a naticnal
deregulatisn of ensrgy,

particularly electrieicy. To strengthen their position, a
geries of moves ware

made in regards to the Pedsral EBnergy Regulatory Commission.
Firak,

CED Ken Lay and other Enren officlals interviewed

prospective candidates
ra Fill vacancies on the Commission and President Bush choae

Ewo people

recommended by EBnron. Then, the New York Times revealed on
May £,

2001 that Lay himeelf wrote to the Commission Chair, Curtis
Hebert,

gaying that 1f Mr. Hebert changed his wviews on electriciby
deregulaticn,

Enron would coatinue te support him in hie new job. Hebert
was reportedly
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affended by Enron's move, refused the offer and feared [or
his jaob. Again,

en May 26th, Ken Lay met with actor Rrmold Schwartzenegger,
LA Mayor

Fichard Riordan, and former junmk bond dealer and frawd
canvice, Michael

Milken, to drum up suppart for Enrcn'a dersgulation solution
to what then

appeared to be America'e looming energy crlsis.

Meanwhile, Enron was able ko reap huge profits from bthe
California enargy

erisis. When sudden energy shortages tramslated into massive
CoO8t

increases, major suppliers of commercial and industrial
energy like Envon

were able to cash-in big time. In the last guarter of 2000,
Enrocn raked in

£377 million in profite, largely due to the California
energy crisls. The

market should be sven more deregulated, argue Enron
officlals, to allow

‘demand’ and ‘supply’ forces to resolwve the ongolng energy
crigis. A cartel

of corporations, including Enren, are now being ilnvestlogated
by Califernia

state aofficlale for holding back the supply of power through
plant

shutdowns in order to epike prices and profits. In additionm,
the Los

kngeles Times has reported that the CECs of energy
corporations tock

advantage of the Califormia crisis to pocket unusually high
optiona

transactiona themaelves. Enron‘s K= Lay, for example, 1s
raported to

have netted 5123 million in 2000, which is three Cimes
higher than his 19%%

take and ten times higher than what his 15%8 figures.

In effect, Enron's strategy on the GATS negotiations is bo
develap new

trade rules to consolidate internacticnally what it haa
accamplished on

energy deregulstion in the U.5. Te pry open new marksts for
energy and

related services In other countries, Enron's plan is to
enaure that GATS

rFiulea are established threugh the WD that can be used to
accelerate the

dersgulation, and where necessary the privatization, of
these aservices,

Once again, Enron has eguipped iceslf for this mission. The
current U.5.

Trade Representative, Eeobert Zoellick, who ie responsible
for U.5. input

01200000001025



into the GATS negotiationa, has reportedly been the
recipient of & 50,000

tadviacry fee' from Enron. James Baker, farmer U.3,
Secretary of State,

and Robert Mosbacher, former Secretary of Commerce, are both
an the

Enran payroll as advisers an overseas projects and
international

negotbiations., Enron's Board includes Charles Walker, fcrmer
.5, depukty

Treasury Secretary; John Wakwham, former British Secretary
of Stace for

Energy, who specializes in providing advice on European
businegess; and

Frank Wisner, former U.5. Ambassadsr to Indla. With CEQ Hen
La

g already serving as Bush's numbar cne ensrgy advisar, it

becomes

inereasingly clear that the U.5. negotiating position in the
GATE round will

go a long way to reflect Enron'e interests.

Wha Faya the Price?

In all likelihood, the GATS will aleo strangthen Enrcn's
hand on the glebal

stage. While this may bode well for ite shareholders, the
company ' track )

record already leaves something ke be desired in terms of
human righte

and the environment in communities and countries where the
corporation

operates. If Enron gets its way im the GATS, thess problems
may in fact

egcalate,

For instance, Enron uses ita political clout internationally
with U.5.

embassi=s and even the CIA te win lucrative conktracts
overzeas . In India,

Enron eventually won the 52.8 billien contract to Build the
Dhabol Powear

Plant in 1995 after then U.5. Bmbassador, Frank Wianer,
exerted

snpormous presgure on the Indian government and the CIA
provided Enron

with strategic intelligence on ite competitors and the
bidding process.

Later, when local villagers pratested against the
construction of the Dhabal

project which threatened the environment and thelr
livelihood, Enron paid

state forces for securikby which resulted in a crackdown on
proceaters.

According ta Human Rightes Watch, "Enrsn's local entity, the
Dakhal
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Fower Corporation, benefited directly from an official
policy of suppressing

digsent through misuse of law, haragament of anti-Enron
pretest l=aders

and environmental activigts, and pelice practices ranging
from arhitrary to

brutal. The company did not speak sut aboutb human rights
viclations and .

when guestioned about them, chose to dismiss them
altogecher.®

Enron's iafluence peddling has had far reaching consequences
in other

caunkries ag well. In 198%, George W. Bush intervened, as
governer of

Texas, urging the Argentine government to grant Enron the
contrackt to

build a pipeline from Argentina to Chile. The Argentine
Minister aof Publle

Works told reporters Bush's iatervention amounted to
influence peddling.

Mevertheless, EBnron wae awarded the senbtract shortly after
Bush was

publiecly seen sccializing with then president of Argentina.
In 1935, tha

rlinton Adminisrration threatsned to cut off develapment aid
o

Mozambigque if it did not sign a deal for Eanrom Lo conatruct
a pip=line from

Mozasbique to South Afriesa. Declared Mozambigque's natural
EESQUICES

minister, Johs Eachamila: "Their diplomats, ecspecially Mike
Moclinley

(deputy chief of the U.5. Embassyl, presaured me to Fign a
deal that was

not good for Mozambigque. He was potb a neutral diplomat. IE
was asg if he

wag working for Enron.®

It remains te be sean what further role Enrom will play in
chae GATS 2000

negotiations which will likely go on into 2003. Given its
track record to

date in pressing for deregulation and privatization, Enron
is eertalinly wall

placed to ba Washington's number one behind-the-scencs
negotiator. As

an agent of GATS, Enron can hardly be counted on as a model
emp loyer

when it comes to taking over service delivery in various
parts of the world.

s Jeffrey Skilling, until recently Enron's longt ime
president; put ik at

industry conference in 1%97: "You must cut coste ruthlessly
by 50 to &0

percent. Depopulate. Get rid of pesople. They gum up cha
works, "
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Tony Clarke ia the Director of the Pelaris Instibute in
Canada,
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From: Michael Sondow [msondowsiciiu,orgl

Zent: Saturday, December 01, 2001 Ti36 PH

Te: Hague Comvention 118t

Subject: [Hague-jur-commercial-law] Where does the criminality stop?

http://www . corpwatch. org/trac/issues /wto/featured/2001/telarke . html

Enron: Washington's Number One Behind-the-Scenes GATS Negotilator
By Tony Clarke

Special te CorpWatch

Ootober 25, 2001

rEnran's connections with the Bush Administration make it one of the
mast powerful corparate players in Washington today.”

http1ffwww,guardi;n-tﬁ-ukfhuﬂinﬂﬂafntnrrfDJJED&.EGEE:E.b&-html

ng derivative ne=d not be a complex financial instrument. It need
not be a dangercus cne. But in the hands of criminale and

cretins ie is often both. Whether Enron's managesent wers one

ar the ather - er Both - will doubtless become clear over Che

years that it will take for litigation to work through ita coursee.™

http:ffwww,gun:dian.cn.ut#businaasfstarffﬂ.lﬁﬂi,ﬁuﬂﬁiﬁ,ﬂn.html

"The company, which has said it will file for
bankruptcy next week, axed 1,100 jobs at its
London energy trading centre on Friday,
leaving juakt 250 staff.

Many left the building feeling robbed, mot only
of their salaries but also of the year-end
bonuses they had expected to receive.

Making matters worse from their point of view
were revelations that many Enron directors

had enjeved a wide rangs of lucrative company
perks, including consultancy work or favourable
purchaging agreements from affiliated
companias.

*"Directors who have side consulbing
arrangements ars not coneldered, under
governance guidelinea, te have the necessary
independence from managemsnt, " said director
of the Center for Corporabte Governance at the
University of Delaware, Charlea Elson.

Detailed disclosures
Iz a scatement published earller this year,

Enron gave details of extra earnings by itse
directors.,
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John Urguhart, director, received
£4931,0914 in 2000 for consulting services
Lo Enron.

Lard John Wakeham, director, received

£72,000 in 2000 for his advice on Enron's

European operat ions

Herbert Wimskur, director, was affiliated

with the privately owned Enron supplier
Maricnal Tank which made £370,294 1in
gales to Enron in 2000

"Best practice is no consulting fees to any
directors, " said editor at the research body
The Corporate Library, NWell Minnow.

In addition, the BEnron decument revealed that
Enron used a travel agency wWhich la S0%

owned by the sister of its chalrman and chief
executive, Ken Lay.

Eharcn Lay's travel agency sold travel services

worth $517,200 im 2000."

http:/ fwaw. enron. comf corpd preasroom/ board, heml
ENRON Board of Directorss

Morman P. Elake, Jr.

Former CEQ and Secretary General, United States Olympic Committee

Wendy L. Gramm
Farmer Chairman, U.5. Commedity Futurea Trading Cammigsion

Robert K. Jasdicke
Professcr (Emeritus) of Accounting and Former Dean,
Graduate School of Business, Stanford Univereicy

Paule ¥, Ferraz Pereira
FPermer President and CEQ,
State Bank of Rig de Janeira, Brazil

Willlam C. Powers, Jr.
Dean of the University of Texas Schosl of Law

John Wakeham
Former U.K. Secrecary of State for Energy

Hague-jur-commercial -law mailing list
Hague-jur-cosmercial-lawdllste.essential . org

nt:p:;fliutu.esuantial.qrgfmailmanflistinfufhague-jur-cummeruial-law
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Frem: Michael Sondow [meondoweiciiu.orgl

Senk: Saturday, December 01, 2001 8:00 BM

To: Hague Convention list

Subject: [Hague-jur-commercial-law] Enren & Int'l Trade {cont'd)

http:/!/www.corpwatch.org/trac/issues/wto/featured/2001/tclarke . html

“Enron'e strategy on the GATS negetiaticns is to develop new

trade rules toc consoclidate intermaticnally what it
has accomplished on

energy deregulatiom in the U.5. To pry open new
markets for energy and

related services in ckher countries, Enron's plan is
to snsure that GATS

rules are established through the WTO that can be
uwaed to accelerate the

deregulation, and where necessary the privatization,
of these services,

once again, Enron has eguipped itaelf for this
miszion. The current U.5,

Trade Representative, Robert Zoellick, who is
reaponelble for U.8. input

into the GATS negotiatione, haa reportedly been the
recipient of a 550,000

‘advissry fee' from Enron. James Baker, former WU.35.
Secretary of State,

and Robert Mosbacher, former Secretary of Commerce,
are both on the

Enron payroll as advisors on overseas projects and
intarmaticonal

negotiations. Enron's Board includes Charles Walker,
farmer U.5. deputy

Treasury Secretary; John Wakwham, former British
Secretary of Scate for

Energy, who specializea in providing advice on
European buslnesses; and

Frank Wiener, former U.5. Ambassador to India.®

Hague-jur-commercial-law mailing list
Hague-jur-commercial -lawslists . egsential.org
http://lists . essenrial . org/mailmanslistinfo/hague-jur-commercial -law
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Fram: Michael Sondow [meondowiciiu.orgl

Emnt: Saturday, December o1, 2001 &:08 PM

To: Hague Convention list

Subject: [Hague-jur-commercial-law] Enrom, Int’l Trade, & the US
Government (cont d)

htep:/ fwww . corpwatoh, org/trac/ issues fwto/featured/ 2001/ tclarke . html

*“In 1989, Geocrge W, Bush intervened, as governocr of

Texae, urging the Argeatine government to grant
Enron the contrackt to

build a pipeline= from Argentima to Chile. The
Argentine Minipter of Public

Works told reporters Bush's imterventicn amounted to
intluence peddling.

Wevertheless, Enrocn was awarded the contract shortly
after Bush was

publicly seen accializimg with then preeident of
Argentina. Im 19%5, ths

Clinton Administration threatened teo cut off
development aid bo

Mozambigue if it did not sign a deal for Enronm Co
construck a pipeline Erom

Mozambigue to Scuth Africa. Declared Mozambigue's
natural rescurces

minister, John Xachamila: "Their diplomate,
expecially Mike HMcocEinley

{deputy chief of the U.5. Embasgy], pressured me Eo
sign a deal that was

not good for Mozambigue. He was not a neutral
diplomat, It was as Lif he

was working for Enron."

Hague-jur-commercial -law mailing list
Hague-jur-commercial -law@liats.esaential.org
http://lists.essential . org/mailman/listinfo/hague-jur-commercial -1aw
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Pedri, Melissa

h

Fram: BegiDay_MewsfDambesl.com
Sant: Thursday, January 17, 2002 3:50 AM
Tae MELISSA PEDRIEdo treas gov
Subjact: BestDay for January 17, 2002

BESTOAYNEWS E-MATL EDITION

To view the complete, latest on-line edition of this newsletter
in your Web browser, please vieit: http://www_ bestdaynews.com

(Full accees to all newe icems awvallable to BestWesk or BestWire
gubacribere only. All readera Can acceas Best's Review and
Beat's Reporte linka. To subscribe to BestWeek or BestWire,
click on a mews item and respond fo the on-line imvitacion, call
(808] 435%-2200 ext, 5742 or mallte: cuastomer_pervicedambest.com)

serrrrseseeesAlVERTI SEMEN Tessseseseeemns

JPMorgan Invesbor Servicea

Chase Investor Services la now JPMorgan Investor Services. It
results from the merger bebweesn the holding companies af The
Chase Manhattan Corporaticon and J.F. Morgan & Co. Incorporated,
forming J.P. Morgan Chase & Co. effective December 31, 2000.
JPMorgan Investor Services provides customized business
eolutionma to the world's leading institutional imvestors. We
hald in trust and custody more than £6 trilliomn in assets,
including %2.3 trillion in global custody assets.

http:/ /wwwl , ambest . com/admanager /A, asptFCommand=0etAddeadid=2001
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TOF OF THE NEWS

Lack of Competiticom

Hampere Texaes Med-Mal Market

By Dawvid Pilla

Dwindling competition is eapping the medical liability ineurance
market in Texas, a sicuacion that mlrrors what le geoing on in
ather parkte of the Uniced Stateas.

htep:/ fwwwd . ambest . com/BestDaylews/LoadStory . asp TESN=4T227T

Regqulators May Decide on Exclusian
For Perscnal Property Lines Jam. 18

By Dennis Kelly
State insurance commissiocners expect to decide Jan. 18 whether

te allaw terrorism exclusions for personal property lines, as
most have for commercial lines, said John Morrison, Montana
lnsurance commissioner.
http:fEWHHﬁ.ambaat.CﬂmfBestnuyﬂewufbnaditury.aEP?ESH-HTEIT

Health Plans: 2% Fate Increase

For Medicare+Chaice in 2003 Is Mot Enowgh

By Fran Matso Lysiak

Fres Article: Officials with the American Association of Health
Plans say it'sm up to Congress and the Sugh Administration tao
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save the Medicare+Cholce program, since the Centers for Medicare
E Medicaid Services recently decided that health plans
partieipacing in the program will only receive a 2% pay increase
in 2003,

http:/ fwwed , amoest , com/BeatDayews,/ LoadStory . asp?EEN=4T7251

COMMERCIAL COVERAGE

Major commercial property/casualty premiums are uniformly on the
upawlng, some by aa much as 200%, and confusion reigns in the
market as carriers try bto decide what they can and cannot cover
and at what price, fallawing the terrorism of Sept. 11.

http:/ /wwwd , ambest . com/BestDayNews LaadStory . asp?REN=47233

EARHIRGES

The Allstate Corp. [NYSE: ALL] said it tock a $107 millicn
fourth-guarter charge related to regtructuring expenses. The
company alse said that it will pay $5% millien to settle a
diminished-value lawsull.

http:/ fwwwid  ambest . com/BestDayNews,/ LoadStory . aspTEEN=4T243

FINAMCIAL

Cangess Ine, (HYSE:CHC) said it has repurchased 534 million of
publie debt due to mature this year since its last debi
reduction update.

http:/ fwwwd  ambest  con/BestDaylews,/ LoadStory .. aspiBaN=4T7245

HEALTH

Several of the largest health maintepnance crganizationa in
Califarnia are jolning cogether in what's being called a
groundbreaking inltiative that includes paying bonuses to their
contracted physielan groupe based on the care they provide and
patient satisfaction.

http:/ fwwwid  ambest . com/BeseDaylewe/ LoadStory . asp?ESH=47241

LEGISLATION

Kew Yark lawmakers have pagpsed a health-carve reform bill that
hinges on the conversicn of Empire Blue Cross/Blue Shield to
for-profit status.

http://wawd  ambest . com/BestDayiews fLoadStory . asp?BEN=47244

Protecting insurers' use of credit scoring, fighting a proposed
federal charter and development of a federal reinsurance
terroriom backstop are among the Hational Resociation of
Indepandent Insurers' goals this year, said Jack RamiraEz,
president of the RAILL.

heep: S Swwwd (ambest . com/BeetDaylews/ LoadScory . asp?BER=47230
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The Pennsylvania Supreme Court has ruled that when an insurance
company acts in bad faith by refusimg to settle a clalm, it
breachea ite contractual duty ae well as its fiduciary duty
toward ite policyholder.

htbp: S fwwwd  ambest . comfBestDayNewa/LoadStory . asp?BSN=4T232

EATLHG ACTICH

Free Article: A.M. Best Co. has affirmed the financial serength
rating of & (Excellent) for PMA Capital Insurance Group,
Philadelphia, and removed it £rom under review.

hetcp: /fwwwd  ambesat . com/BeptDayiewa  LoadStory . asp?RSN=47248

Pres Artiele: A.M. Best Co. has downgraded the financial
strength rating te A [Exesllent] from b+ (Superior) of the Royal
& Sun Alliance Imsurance Group (RESA), United Kingdam.

htop: /Swwwd  ambest . con/BestDayiews LoadStory . asp?BEN=4722&

STATE EEGULATION

Ghio Director of Insurance Lee Covingten said he's suing nine
former officers of Credit General Insurance Co. and Credlt
Gen=ral Indemnity Co. for failing to protect the companiea from
becaming insalwvent.

hitp: /S Swwwd ambest . com/BestDayiews,/ LoadScory . aspTBSH=47225

TERRORISH

& commitcee of insurance commissionsrs is deciding whether Eo
allow terrorism exclusions for personal property and personal
umbrella polices, eimilar te the exclusicns most states are
approving for commercial insurance policies.

htep: fSwwwd . ambest . com/Bestlayiews, LoadScary . asp? BEN=47217

The headgquarters skaff of glabal reilnsurer 5t., Paul Be returned
Jan. 14 ko its offices at 135 Broadway, eone hleck from the wWorld
Trade Center site, for the first time since the Eept. 11
collapse of the towers.

htep:/ fwwwd . ambast . com/ BestDaylews /LoadStory . asp?BEN=472124

EXECUTIVE

Citlgroup (KYSE:C) saild it has named Robert B, Willumstad
preeldent .
htep:/ fwwwsd , ambest . com/ BestDayNews/ LoadStary  asp?BEN=47245

The former head of defunct medical malpractice insurer PIE
Mutual Insurance Co. has pleaded guilty to three felony counkts
in connsckion with misappropriatimg PIE Funde and saking Lllegal
political contributlons, the U.5. Department of Justice said.
http:/ fwwwd . ambest . com/BestDayiews, LoadStory . aspTEBSH=47242

Regence Group, an affiliacien of Blue Cross andfor Blus Shield
companiea in four atates, haa promcted Busan A. Hansen to vice
president of membership and claime-pystems conselidation.
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http:/ /wwwd , ambest . com/BestDayNews/ LoadStory . asp? BEN=472135

GE Emplovers Reinsurance Corp. has named Hicholas D. Gassman ag
wice pregident of sales for ite apecialcy insurance group.
http://wwwd , ambest , com/BestDaylews LoadStory . asp? BEN=472 50

SCPIE Holdinga Inc, has named BEdward 3. Marley wvice

president/controllar.
hetp:/ fwwwd . ambast . com/BestDaylNews LoadStory . asp?BEN=47214

Wote: ALl articles marked “"Free" are valid only for the day of the
newslatter's release,. Subseguent to that date, full

cext of previcualy published articles is available to BestWire subscribers
or on an individuwally purchased basis.

Previoualy lsaued preea releases are available at A.M, Best's warldwide
Web aite,

hetp: S fwawd  ambeat , com/preass

ssssssssssssslECTHEEE STBECRIBEERSszzssszsassas=

Highlights «@f the Jan. 14 BestWeek include:

-- A Closer Look: Online Bggregateors Retbool in Drive for
Profitability

-- Beview/Preview Hews Commentiary: Extreme Reality...Managing
the Unimaginable: A.M. Best's Life/Health Review/Praview
Available on Web; B/C Trende Galn Momentum After September
Terror

-- Special Report: Turmell im the Texas Preperty Market:
Financial Performance Deteriorates

-- Btatistical Study: Top Fratermal Life Sccleties--2000
-- In the Spotlight: Ace's Evan Greenberg Surveys MHew Landecape
== Full ratimgs update, plus selected raticnales.

To acceds current lasue;
http: M fwew, beatweek ., com

Downgraded: Royal & Sun Alliance
hetp:  fwewd .ambest . comfpreas,/rr.aspTRefetring=655446577 7554650

Affirmed: PMA Capital Group
hettp: S fwewwd ambest | comfpregs,/rr. aapTRefatring=6554465777554651

Dewngraded: SCOR
http:/fwwwd  ambest . com/preass/rr_asp?Refatring=8554465777544656

Affirmed: QBE International
hitp: /S fwwwd .ambest . comfpress,/rroaspiRefstring=6554465 777544653

affirmed: QBE Re Eurcpe

htep: S fwwws . ambast . com/press/rr.aspiRefstring=68554485777544 6854

4q

01200000001107



Affirmed: Iron Trades
htto:/f fwwed . ambest . com/press/ rr.asptRefstring-65544657 77544655

Accioma Taken: Folkaam Incernaticonal
httop:f/wwwd . ambest . con/presa/rr. agp?Refatring=65544 65777554549

T ETEEE TN T T NI E T EE TS ST ST EEEENEE
SITE OF THE DAY

Ddyssey Re said it would add additicnmal provisions im its
fourth-quarter repults for §1%.5 millien in after-tax net losaes
relaced to the bankruptoy of energy-trading giant Enron Corp.
http://www, cdysseyre, com/

BEST'E REVIEW HIGHLIGHTE

Finding Higher Ground: The insurance industry hae plenty of
employment cppertunities, but companies need to rechink job
descripticone and benefits packages to lure job seekers into an
industry rarely consldered exelting or lucrative.

http://www, beatreview, comf2002-01/1a_ground.html

From Mountaina To Molehilla: Imasight: Work backlogs can be
cleared if agencis=s attack the inefficlencies and change their
procedursas,
http:ffwww.hcnttcvicw.cnmfzuni-lepc_mauntlinn.html

Anticipating the Bensfits: About 80 billien iz allocated ko

crdinary life insurance purchases sach year, suggesting the
paramount importance of understanding differences in policy
yvields between whole life and universal life.

http://www. bestreview.com/2002-01/1h_benefits html

AHEAD TH THE NEWE

Hald elaima, whichk have been plaguing hemeswners insurera in
Texas, are beginning ta ripple inte commercial liability linee
im California, where insurers are beginning to put meld
exclugions on lines such as general liablility.

REEPORTS

Top Fraternal Life Societies--2000
hitp: )/ Swwad  ambest . com/bestwesk/ interim. asp?refnum=10503

Turmoil in che Texas Property Markelb: Financial Performance
Detariorates
http: S/ wwwd . ambept . com/bestweak/ interim. agp?refnum=10504

Ll g bd bl b b 8 b b 3 b 3 S b 4 -8 b 4 = b 8 b 4 & 43
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Commants, feedback: mailto:;bkestday_editor@ambest . com
For advertieing infermartion, call (908) 439-2200, Ext. 5513,

Te search for an A.M. Beet flramcial etrength ratimg:
hetp: /fwwwd . ambest . com/ratings/search.html

If vou no lopger wish to receive wour e-mail copy of BestDay.
please wisit https:/ fwwwl, ambest . com/customers/un, asp?e=408672 to cancel

delivery.
All items copyright 2001, A.M. Best Co. All righte reserved.
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FHIIII Malissa

From: BestDay News@ambest.com

Sent: Waednesday, January 16, 2002 3:45 AM
To: MELISSA. PEDRIEd0 reas.gov
Subject: BestDay for January 16, 2002

BEESTDAYMNEWS E-MAIL EDITION

To view the complete, latest on-line edition of this newsletter
in your Web browser, please wvisit: htep:/Swew. bestdaynews . com

{Full access to all news items available to BestWeek or BestiWire
subseribers anly. All readers can access Best's Heview and
Best'a Reports linke., To subscribe Lo BeatWesek or BestWire,
alick on a news ltem and reapond to the on-line invitatiom, call
(S0B) 439-2200 ext. 5742 or mailre: customer gervice@smbest.com)

v e A ER T IEEMENT s s sasazaaa

JiMorgan Investor Services

Chase Inwvestor Services is now JPMorgan Investor Services. IE
regules from the merger between the holding companies of The
Chase Manhattan Corporation and J.P. Morgan & Co. Incorparated,
forming J.FP. Morgan Chase & Co. =ffective December 31, 2004.
JPMorgan Investor Services provides customized business
solutions to the world's leading institutbional investora. We
held in trust and custody meze than $6 trillicn in assets,
including 2.3 trilliom in gleokal custody assets.

http;:/fwewd . ambest . comfadmanager /A . asp?Command=QetAddeadid=20401

HEWSE FOR WEDHMESDAY, JANUARY 16, 2002
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TOF OF THE HEWS

France's Bcor Warns of 2001 Loss,

But Looks bo Strong 2002

By Brendan Noonam

French relnesurer Scer (NYSE:SC00) forecast a loss of 259 million
etra (41 = 1.13 eurac}l for 2001, citing a sharp deterioraticn in
fourth-quartar reaulte, and said it would exit program business
in the United Statea and health reinsurance in all markets
except France,

http: /S wwwd . ambest . con/BestDayHews fLoadStory . asp?BEN=47179

Odyssey Re Reparts Enron Expogure

And Losges From Sept. 11 Terrorism

By John Hillman

Odyssey Re Holdings Corp. (NYSE:ORH) said it would add
additional provisione in ite fourth-guarter results for $13.5
millian in after-tax net losses related to the bankruptay of
energy-tradimg glant Enron Corp. and & screngthening of
provisions for losses arising from the terrorism of SepkE. 11.
http: f fwerwd . ambest . con/BastayNews .l"Ln-m:lE-I:ﬂ-rf. asn?BEN=47175

Twelwve Agencies in Mississippi Merge
By Fran Matso Lysiak
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Free Article: Twelve independsnt insurance agensies in
Mississippl have merged, creating cnme of the state's largestc
privately owned ineurance agenciea.

htop:/Swwwd . ambest . com/BestDaylews,/ LoadStory . asp?BSH=47168

COHMERCIAL COVERAZE

Mold claims, which have been plaguing homecwners insurers in
Texas, are beginning co ripple ints commercial liakiliey lines
in California.
ht:p:f!wuii.nmb::t.¢nn!E::tDayH:w:anadSturf.n:p?BEH-ETiTB

FRAUD

Liberty Mutual Insurance Co. is suing a Hew Jersey physical
therapy services company and others, alleging automobile
perscnal injury protecticon fraud,

hetp: S fwerad  ambest . com/BestDaylews /LoadStory . aBp?BSR=47177

Hartford Insurance Group (RYSE:HIG) aald it hae filed auit im
Morris County Superier Court agalnet 27 Hew Jersey residents,
alleging the defendance conspired to etage motor-vehicle
apcidents and fake injuries to gensrate bundreds of chousands of
dellars in fravdulent claims.

hetbp: /S fwewd  ambest , con/BestDaylews /LoadStory . asp?BSN=47174

LIFE INSURANCE

The forecast for the life insurance industry ie cautiously
spebimiatie, wikh groweh elther f£lat or up anywhere from 3% to
4%, with incressing customer expectaticne and ongoing mergers a
challenge for 2002, according to directors of LOMA, the
financial -services research organizacion.

hitbp: S fwewd  anbest . comfBesrDavilews /LoadStory . apptBEN=47170

LITIGATION

A Ban Francisco superior court judge has granted final appraval
of a £20 million eettblement of a class-action sult against Blue
Shield of California over how Blue Ehield communicated the
method it saleulated copaymente and deductibles, from Jan., 1,
1987, through June 30, 19%2.

hotp: S /wewd . ambeat . com/BestDaylews / LoadStory . asp? HEN=47181

MERGERE & ALCQUISITIOHS

BEET Insurancse Services pald it would acguire a Greensboro,
H.C.-hagsed employes-benefits company, expanding BE&T's focus cn
that lins.
http:f!www4.nmb:ﬁt.¢QmJE::tDuyH:waanuﬂEtnrr.EEE?BEH-JTl?l

XL Capitel Ltd. (WYSE:XL) said it has acguired a minority

interest in Stanfield Capital Fartners LLOC, an investment-
managemeant company, and completed the acguieicion of a 67%
inters=st in Le Mans Re.

i
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http: ./ /wwwd , ambest

RATINGE ACTION

Free Article: A.M. Begt Co. hae withdrawn the financial strength
ratimg of A- (Excellent}) for Folksam International, Sweden, and

.com/BeatDayNews [ LloadStory . agp?BSH=4T172

asalgned it an MR-5 (not formally follewed).

http:/ fwwwd . ambest

Free Article: h.M.

opmf BestDayHews/ LloadStory .. asprBSN=4T176

Best {o. has affirmed the A- (Excellent)

financial serength rating of Iron Trades Insurance Co. Lid.

{ITIC), Londen, and has remaved the undsr review atatus appliad

an Sepk. 21, 2001,

te reflect A.M. Best's concerns on the QRE

Group' s potential lose exposure incurred following the kWorld
Trade Capnter disastear and 1es implitltiﬂﬂﬂ for Ehe group's
Burapean subsidiaries.

http:/ fwewd .ambest

Free Article: A.M.
financlal strength
http://wewd . ambest

Fres Artcicle: A.M.
financial strength
htip:/ fwewd . ambest

Frees Aroicle: B,
strength rating of
(Buperior) and has
hetp:/ fwawi . anbest

ETATE REGULATION

.oomf BestDayNews/ LoadStory . asp?BEN=4 7165

Best Co. has affirmed the A- (Excellent)
rating of QBE International Insurance Ltd,
.com/BestDaylews/ LoadStory .asp?BEN=-47143

Best Co. has affirmed the A- (Excellent})
rating of QBE Reinsurance Burops.
.cam/BeatDayNews )/ LoadStory . aapTESHN=47144

Best Co. has downgraded cthe financial
Scor, Paris, to A [(Excellsank) from A+t
removed the rating from under review.
coam/BestDaytews/ LoadStary . asp?BSH=47142

Information about a consumer's income, credit hisbtory and
physical and mental health will now be protected under rules

eatabklished by the
hotp: / fwwwd , ambest

WASHIRGTON

Preatdent Bush has

Florida Department of Insurance.
coom/BestDaylews/ LoadStory . asp?BESN=-47182

gigned a4 bill into law that giwvea lawsuit

protestion to amall businesses and emall contributore to
Superfund sites, ag well as money Co help clean up

"bBrownlfields . ™
hetp: / fuwwd . ambest

.eam/BestDayHews/ LoadStory . asp?BSH=47173

WOIRKERS " COMPENSATION

G241l businesses have always made up the bulk af pelicyholders
with the Hew York State Insurance Fund. But that's changing
because large businesses are having trouble getting workers'
compenaation coverage that includes terroriem, =said the fund's
chief executiwe officer.

hetp: /fwawd  ambest

ccam/BestDayHews/ LoadSeory . asp?ESH=4T 165
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EXECUTIVE

Frotective Life Corp. [NYSE:FL) said it has named Richard J.
Bielen senlor wice president, cshief investment sfficer and

treasurer of the company and ite principal subsidiaries.
http:/ fwwwd . ambest . com/BestDayNews/ LoadStory . aspTESH=47141

Mutual of Bmerica Capital Management Corp. has appolnted Peter
J. Schmole ag vice president of marketing.
htep:/ fwwwi  ambest . com/ BestDayNews/LoadStory . aap TESN=47180

Mokbe: All articles marked “Free® are walid ocnly fer the day aof che
neweletter'a release. Subeeguent to that date, full

bext of previously published articles is available to BestWire subscribers
or aon an individually purchased basis.

Previocusly issued press releases ars available at A M. Best's worldwide
Wabh mita.

htep:/ fwwwd . ambest . com/press/
------------- BEETHWEEYE SUBECRIBERE = mm w m w w w
Highlights of the Jan. 14 BestWeek include:

-- A Qloser Look: Online Aggregators Retool in Drive for
Profitability

-- Review/Preview Hews Commentary: Exkbreme Reality...Managing
the Unimaginable: A.M. Best's Life/Health Review/Preview
Available on Web; P/C Trends Gain Momentum After September
Terror

== Hpecial Report: Turmoil im the Texas Property Market:
Financial Performance Deberiorates

-- Btatistical Study: Top Fraternal Life Sccieties--20400
-- In the Spotlight: Ace's BEvan Sreenberg Surveys Mew Landecape
-- Full ratings update, plus gelected raticnales.

To aCceBs current lasue:
hetp:/ fwww . bestwesk . com

RECEMT RATIMG ACTIONS

Downgraded: SCOR
httpowaul.;uhent.cumfpr:n;frf.;np?H¢f;tring-5551455?7?514£5E

Affirmed: QBE Inkternaticonal
htop: /) fwwwd , ambest . com/press,/1r . aspTRef et ring=6554465777544653

Affirmed: QBE Re Europe
http:/ fowwd  ambest . com/prees,/re. asp?Refestring=65544657 77544654

Affirmed: Iron Trades
http://wwwd , ambest . com/prees/rr. asptRefetring=6554465777544655

Actions Taken:; Folkeam International
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htEp: flwewwd ambest . com/press/rr.aspiRefetring=a55446577755464 5

hessigned: Renaissance Re |(debt)
hetp: S fwwwd ambest | con/press/rr.oasp?Refobring=65854 465777544648

Assigned: WellPoint (debt)
hettp: Mlwewwd  ambest  comf/preas/rr.aspfRefatring=6554465777544651

FITE OF THE DAY

Califarnia's Department of Managed Health Care has dismissed
gome allegations against Kaiser Foundation Health Flans in a
hearing over the health maintenance crganization's appeal of a
31.1 millien fine levied agailnet it in May 2000,
http: f fwww. kp.orgf

BEST "S5 REVIEW HIGHLIGHTS

2001: Terrcr, Mold and More: Last year will be remembered for
the terrorist attacke that deatroyed the World Trade Center in
Wew York, downsd four commercisal planes, killed thousands and
created the biggest losses in insurance history.

http:/fwww. bestreview, com/2002-01/ia_terror.html

Havigating Rough Seas: Diresters and officers writers find tough

economic times give rige to livigation in chie rapidly growing
market .
hetp:/ fwww. bestreview. com/2002-31,/'pe seas. hitml

Salving the Slobal Disconnect: Ineurera that are taking new
bechnologies across the world should be sure chey have a
strategy in place.

http:/ fwiw. bestreview. cam/2002-01/tech_disconnect  heml

AHEAD IN THE HEWS

The U,5. Supreme Court will begin hearing arguments today in a
case that pitse state law againet the federal law gowverning how
much influemce health insurers have over a patient's right to

get a seccond medical opinion,

L&+ 4 8+ 4 8 3 3 F b bbb
REPORETS

Tap Fraternal Life Soacieties--2800
http:/ fwwwd  ambest . com/beatweek/interim. aaptrefnum=10503

Turmzail in the Texas Property Market: Financial Performance

Detericrates
hetp: S fwwwd  asbest . com/begtweek/interim. asptrefnoum=10504
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comments, feedback: mailto:bestday editor&ambest.com
For advertising information, call (30} 439-2200, Ext. E513,

To eearch for an A.M. Best financial strength rating:
htep:/ fwwwd . ambest . com/ratings/search.html

1f yaou no longer wish Eo receive your e-maill copy of BestDay,

please viailt https://wwwd . ambest . com/customers,/un. aspFe=408672 to cancel
delivery.

Bll items copyright 2001, A.M. Best Co. All rights ragerved,
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" TREASURY NEWS

FROM THE OFFICE OF PUBLIC AFFAIRS

FOR IMMEDIATE RELEASE
January 17, 2002
PO-531

TREASURY SECRETARY PAUL O'NEILL REMARKS TO THE
U.5. SAVINGS BONDS VOLUNTEER COMMITTEE

Thank you Richard, and thank you for hosting this year's luncheon and meeting of the UL5. Savings
Bonds Volunteer Committee. Before I make the formal presentations we have for you, I'd like to thank
you, your 2001 committee and Banco Popular for helping make last year a tremendous year for the

savings bond program.

Richard, as private sector CEOs you and [ always looked at the bottom line 1o let the numbers tell the
story. So, let's take a quick look at the numbers you and your committee posted. Bond sales in fiscal
year 2001, totaled $6.6 billion -- up an impressive 30 percent from a year carlier. Your efforts to
encourage Americans to take a look at the value of our newest savings bond, the inflation-indexed I
Bond also made their mark. For the first time, T Bonds accounted for more than half of all bond sales.

[ knsow that this success was the result of your personal commitment, not only as chair, but also as a
member of the committee over several years to encourage Americans to plan for and save for their
firture. Your efforts to reach out to the Hispanic community with this important message are particularly
gratifying. This dovetails with your efforts to reach out to the under-served and un-banked to bring them
into the financial mainstream.

So, it is with greal pleasure that I present you with Treasury's Gold Medal of Ment as a token of our
appreciation. I'd also like to present this special Citation that commemorates our thanks for your service,

As [ ask Vance Coffman to join me at the podium, I'd like to remind you that his and Lockheed-Martin's
support over the years are hard to beat. Vance is no stranger to the commitiee having headed up the
savings bond effort among his colleagues in the Aerospace industry. And in doing 50 he demonstrated
his and his company’s leadership by consistently eaming the program's highest honors for participation.
So as | present you with this certificate appointing you Chair of the 2002 U.5. Savings Bonds Volunteer
Committee,  want to thank you in advance for the energy and leadership you and your team will bring
to our effort this year.

What vou, the Savings Bond Volunteers, do is a crucial part of educating Americans of every age and
hackground on the importance of retirement savings. In the broader context of saving, I'd ke to make a

few comments on the security of the nation's retirement system. The pension system has evolved in
recent years into one that increasingly emphasizes two of the country’s quintessential values, personal

hitp:/fwww. ireas.gov/press/relcases/po3 Lhtm Q1/18/2002
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prevent anyone from taking those decisions away from them. We are committed to delivering to the
President recornmendations that promote the retirement security of working Americans.

We are alsc pursuing new methods of making the full range of Treasury securities more widely
available, because Treasury securities are a valuable tool for every American secking financial security.
We offer the safest, most liquid, securities in the world to fill investor needs across the whoele spectrum
of portfolios, from the individual investor who has 530 to invest, to the larpest asset managers and other
firms who invest billions of dollars in managing their pertfolios.

The Internet now gives us the technological wherewithal to create the broadest possible primary market
for Treasury securities that imagination and effort wall allow.

The Bureau of Public Debt already has some of this in place. Their website offers investors the
opportunity to get information on and buy both savings bonds and marketable bills and notes directly
from the Treasury. Creating and continually enhancing this direct hink to Treasury products will let our
customers move seamlessly along the whole continuum of the securities we offer as their investment
needs evalve.

Enhancing and protecting retirement security for all Americans is one of President Bush's priorities, and
one of my lop agendsa items for this year. I'm eager to expand the availability of savings tools to all
Americans, and to ensure that working American's ownership of their retirement nest eggs is protected.

Search | Email | Treasury Home Page | Sitemap
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=" TREASURY NEWS

FROM THE OFFICE OF PUBLIC AFFAIRS

FOR IMMEDIATE RELEASE
January 15, 2002
PO-924

REMARKS OF TREASURY SECRETARY PAUL O'NEILL
TO THE NATIONAL RETAIL FEDERATION

Good afternoon. It's wonderful to be with you today. I want to take a few moments to make some
remarks about what we're up to in Washington, and then I'd like to hear from all of you. As retailers, you
are the first to sense changes in consumer behavior, and therefore sense the direction our economy is
taking. Hearing from you about what you are sceing in your stores is crucial in helping me do my job.

[ saw the forecast you made and also the data released this moming on retail sales from December. They
fit into my overall view of where we are today - we see signs that the economy is improving, but the
signs don't give a clear indication that our rate of improvement will be as strong as we'd hike it to be.
When I talk to executives in different industries, | hear different outlooks. In some cases, [ hear that
inventories are at record low levels - a good sign for an imminent recovery. Others tell me, however,
they see no prospects for new orders. The signs are mixed, and growth forecasts reflect that - suggesting
that we'll have positive growth, but less than the 3-plus percent rate that we'd like to return to quickly.
That's not good enough. It's especially not good enough for the people whe've lost their jobs since this
recession started last March.

We need to take action to strengthen our recovery and speed the process of putting Americans back to
work. Last month, we were very close to getting an economic security package through the Congress,
but we didn't get it done. The President has told the Congress and the nation that we will continue to
push for tax changes that will increase business investment and job creation and put money in the hands
of consumers.

Getting the sconomy growing again is good for working American families, good for retailers like all of
vyou, and also good for the federal government's budget. As you know, the economic slowdown has
virtually eliminated federal budget surpluses for the next two years. The tax cut enacted last summer
accounts for about 15% of the reduction in this year's surplus, new spending in the wake of the
September 11 attacks accounts for shout 20%, and the rest - two-thirds of the reduction - s the result of
the slower economy. For example, the CBO reports that when first quarter revemue is adjusted for the
one time shift in timing that was legislated last year, corporate tax receipts would have been down 40%
quarter over quarter. The President's tax relief package did not reduce corporate taxes at all in 2001 - the
decline is entirely due to the slowdown in the economy.

The socner we get the econony growing again, ihe sooner we will return to the era of budget surpluses.
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Of course we thould run a budget surplus when our economy is running well, but we should not raise
taxes to achieve an accountant's surplus when our economy is limping or in the early stages of recovery.

Because it Is so topical, I want to say a few words about the assignments the President gave me last
week to convene two groups to see what action should be taken, if any, to modify laws, rules or
rezulations to better protect employess and investors from the circumstances of Enron employees and
investors.,

We who believe in free markets know that government plays a crucial role in establishing the rules of
the game. Market economies work when the rules of the game provide investors with the information
they need o make sound decisions and also provide them with certainty that the rules will be fallowed.
The United States has the lowest cost of capital in the world becanse we have the best rules. Individuals
- whether they are asset managers at large investment houses or simply managing their own perscnal
savings — are confident that they have the information they need to make sound decisions and the ability
o act on that mformation as they see fit.

[n the Enron case, something clearly went awry.

The Justice Department is pursuing a criminal investigation. If anyone at Enron broke the rules, they
will be punished.

Al the same time, the President has asked us to look at the rules that apply to 401(k)s, pensions and
other types of retirement plans to make certain the rules are adequate to ensure that individuals do not
lose control over the life savings they own. We also need to review whether accurate information is
available so that individuals can make wise saving and mvestment decisions.

I met Friday with Labor Secretary Elzine Chao and Commerce Secretary Don Evans to begin an
examination of the rules that apply to 401(k) plans and private pensions. Working Americans save
through their £01(k)s to buy a home, to pay for their children's education, and to retire in comfort. Thess
savings belong to individual workers, and no one should take control away from the individuals who
own those nest eggs. We will look at a broad range of issues, including the rules govemning
diversification, temporary lock cut, and the availability of information to employees. We must ensure
that the rules enhance opportunities for individeals to invest in our economy and ensure that their
ownership of their life savings is protected. For individuals to make the best possible decisions, they
must know that the rules prevent anyone from taking those decisions away from them.

Finally, the President has asked me to lead a group looking into disclosure rules, so that all investors
have the information they need to make sound decisions. I will be working with Chairman Greenspan,
with Harvey Piit at the SEC and Jim Newsome at the CFTC to ensure that rules for disclosure keep pace
with the increasing complexity of financial instruments used in our economy. Our economy flourishes
when each individual is able to make individual decisions based on complete and accurate information.
Individual investors making the most informed decisions possible will allocate resources in our
economy where they will have the greatest return. It is the foundation of a successful market economy
and a necessity for the peace of mind of millions of employees whose Life savings are the foundation for
their dreams and esprrations.
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President Calls for Review of Pension Regulations and Corporate Disclosure Rules
REMARKS BY THE PRESIDENT IN MEETING WITH HIS ECONOMIC TEAM

The Owval Office
S:42 A.M. EST

THE PRESIDENT: Thank you all for coming. I met with my economic security team last week to
talk about ways to create jobs. We're meeting again with the components of the team to talk
about one part of economic security, and that's pension security.

2ne of the things we're deeply concerned about is that there have been a wave of bankruptcies
that have caused many workers to lose their pensions, and that's deeply troubling to me, And so
I've asked the Secretary of Treasury, Secretary of Labor and Secretary of Commearce to convene a
working group to analyze pensions, rules and regulations, to look inta the effects of the current law
on hard-waorking Americans, and to come up with recommendations how to reform the system to
make sure that people are nok exposed to losing their life savings as a result of a bankruptcy, for
example.

As well, Secretary of Treasury, along with the SEC, the Fed, and the CFTC, are going to convene a
warking group to analyze corporate disclosure rules and reguiations. In light of the most recent
bankruptcy, Enron, there needs to be a full review of disclosure rules, to make sure that the
American stockhelder, or any stockholder; is protected.

And sg, [ think this is an important part of, obviously, other investigations that are ongoing. The
Justice Department announced and informed us late yesterday that they're in the process of
investigating aspects of the Enron bankruptcy. The administration is deeply concerned about its
effects on the economy. We're also deeply concerned about its effects on the lives af our citizenry.

I'll be glad to answear a few guestions,

 When was the last time you talked to either Mr. Lay or amy other Enron official, about tha --
about anything? And did discussions invelve the financial problems of the company?

THE PRESIDENT: I have never discussed, with Mr. Lay, the financial problems of the

company. The last time that I saw Mr. Lay was at my mother's fundraising event to -- for literacy,
in Houston. That would have been last spring. [ do know that Mr. Lay came to the White Housa in
-- eardy in my administration, alang with, I think 20 other business leaders, to discuss the state of
the economy. It was just kind of a general discussion. I have not met with him personally.

3 -- to incculate and your administration politically from the fallout?

THE PRESIDENT: wWell, first of all, Ken Lay is a supporter. And T got to know Ken Lay when he was
the head of the -- what they call the Govermor's Business Council in Texas. He was a supporter of
Ann Richards in my run in 1994, And she had named him the head of the Governor's Business
Council, And 1 decided to leave him in place, just for the sake of continuity. And that's when [ first
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got to know Ken, and worked with Ken, and he supported my candidacy.

This is == what anybody's going to find, if -- is that this administration will fully investigate issues
such as the Enron bankruptoy, to make sure we can learn from the past, and make sure that
wiorkars are protected.

Q Mr, President, does it appear that Iran is flexing its muscles in Western Afghanistan, and does
that threaten the U.S. war on terrorism in that region?

THE PRESIDENT: Well, first of all, Iran must be a contributor in the war against terror; that our
nation and our fight against terrar will uphold the doctrine, either you're with us or agalnst us; and

any nmation that thwarts our ability to rout terror out where it exists will be held to account, one
way or the ather.

I hope -- we had some positive signals early -- early in this war from the Iranians. We would hope
that they would continue to be a positive force in helping us bring people to justice, We would
hope, for example, they wouldn't allow al Qaeda murderers to hide in their country. We would
hope that if that be the case, if someone tries to flee into Iran, that they would hand them over to
us, that they're a part of -- If they're a part of the coalition, then they need to be an active part of
the coalition.

In terms of Afghanistan, we are — we would like to work with the Iranlans, as well as other
neighbaring countries, te bring a stable interim government to stabilize the interim

government. And to the extent that they're involved, we would hope that they would participate, if
they are trying -- If they In any way, shape, or form try to destabilize the government, the coalition
will he -- we'll deal with them, in diplomatic ways, initially. And we would like very much far them
to be active participants in a stable Afghanistan. It's to their advantage, by the way, that
Afghanistan be stable.

7 Mr. President, based on the evidence the Israeli delegation presented at the State Department
vesterday, about this arms shiprment, do you bBelieve that it's time for the United States to either
break or suspend relations with Mr. Arafat and the Palestinian Authority?

THE PRESIDENT: Johmn, I think it's very important for our administration to remain engaged with
both parties. Obviously, I want to make sure that the evidence is definitive, But I'm, like many,
beginning to suspect Ehat those arms were Readed in the wroang -- to promaote terror. And terror
will never enable us to achieve peace in the Middle East. So long as there's terrorists trying to
disrupt the peace process, there won't be peace.

[ do believe that, once the evidence is in, that those responsible need to be held to account. On
the other hand, [ also belleve that our country must stay engaged in the process. [ intend to ask
Zinni to go back to the region at the appropriate time, to keep pushing for a dialogue, to keep
pushing for the process o go forward,

Mr. Arafat musk rencunce terror, must reject those who would disrupt the peace process through
terror, and must work hard to get to the peace table. It sesms like it's up to him to make these
decislons,

[ But has he been less that truthful in speaking to Secretary Powell, General Zinni and cthars, in
saying he had nothing to do with this and no knowledge of it?

THE PRESIDENT: We will find out the facts, John. But he s -- you asked a guestion, should we

basicalty disengage? And the answer is ng, we won't disengage from the Middle East. We will stay
involved in the Middle East peace process -- or brying to get to the peace process. And it starts
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with making the region more 5ecure,

Mr, Arafat must renaunce terrar, and must reject those in the region that would disrupt the peace
process by the use of terrorist means.

0 What can you do about pensioners -- what can you do about pensioners now? Isn't that horse
already out of the barn at Enron?

THE PRESIDENT: Qur group ks meeting, and they will bring recommendations here, They'll look at
-- fully investigate what went on, My concern, of course, is for the shareholders of Enron. But my
-- | have great concern for the stories -- for those [ read about in the stories who put their life
savings aside, and for whalever reason, based upon some rule or regulation, got trapped in this
awful bankruptcy and have lost life savings.

And one of the things this group is going to do is take a good hard look at it
Thank you all.

ENMD  9:50 A.M. EST

Return to this article at:
http:ffenew whitehouse. gov/ news/releases, 2002/01 /2002011 0-1. htm|
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" TREASURY NEWS

FROM THE OFFICE OF PUBLIC AFFAIRS

FOR IMMEDIATE RELEASE
January 11, 2002
PO-917

TASK FORCE STATEMENT ON REVIEW OF
RETIREMENT BENEFIT RULES AND PROTECTION

Today, Treasury Secretary Paul O'Neill, Labor Secretary Elaine Chao, and Commerce Secretary Don
Evans met to respond to the President’s directive that they explore the rules, regulations and laws that
govern pension plans and investment programs, such as 401(k)s, and determine whether changes should
be made to further protect employees' retirement savings. They directed staff to immediately begin
analyzing the effectiveness of retirement security protections

"We will take the necessary steps to ensure appropriate protection for the retirement nest eggs of
millions of Amencans,” stated Treasury Secretary Paul ('Neill,

“We nesd to fully protect workers who depend on pensions and 401(k) plans for their retirement,” stated
Labor Secretary Elaine Chao.

"Oer number one priorty is the security of the retirement savings of America's workers,” stated
Commerce Secretary Don Evans.
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AL Qrerest, with a skare price down 8%
50 far this year, lop executives and direc:
iors have soid a combined 5172 million of
Qrwest shares so for this year. acoording to
SEC dala <oflected by Thomson Findan-
cialyLancer Analyties. Quiest Chiel Execu
tive Joseph P Nacchip alone has sold
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For ihe rest. companies point oul. em-
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mvesting thelr oem contributions in ober
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For many rank-and-file workers. risk-
nverse ar nol, fhetr 011k)s are their krg-
o5 a55ets, apart from their homes. 30 hokd-
ing company slock they can't sell has be-
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tiem, Federal pension law bedves 4000kD
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tion. Hul latels, some employees Bave
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i Federal District Court m Hoestan, aole
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amployees. Tegardbess of age. from seiling
iny Emron shares (o theic 4010kks 25 the
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dom't 1akes on directly the practice af fore-
ing employess to aecept and hobd company
stock i Cheir #010k)s. That's perfectly le-
gal. 5o whatewes the gulcome, & COMpany
would still be ahle te resisiel amplayes
sales of companystack contributions Lo
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Michae| Green knows that, The 35-year-
nld breessmend specialist joiped Dell Com-
paber Corp. (n 1995 &5 @ product manager.

‘I tried so hard to sell’
Dell shares, says one
employee. ‘We went

around and around.”

He and his wife, Lisa, an assistant control-
ler a1 the company, were thrilled as the
sanck rase to abowl 551 a share in (302 1999
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Eut try the [ate "90%, the couple [elt over-
exposed 1o Dell. ]o addition 1o the Deil
stock that the company had contributed Lo
iheir 4011k} pins, they had received stock
aplions as heauses, And they kad boaght a
home in Austin, Texas, where the real-es-
e mariet 5 tied (5 past 10 the forfunes
af Dell, one of the area’s biggest employ-
Fra. bl
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retien rm the deversified exchuese fussd
0L didgchnzad

Umul the Teve-yvear cule s Bied. o
pieyees Nige Az Green could ger out of
thear Ml JNEs Beddling= omly by wth
drawing mopey from thelr aeisants. R

WE merme Ly and 4 BT pepaliy om e

leremce,

Ur. says Dl spokesman Mike Mabker,
they cnitkl e elecied “to 12k ther com-
persation and pod put it teir #0kD,
Azl Vet W im some other stocd.” By do-
IRE 50, lurrover, they wratld have {orenpe
ihe Sutiginy's maichang eoniribulion aki-
wather. 3r, Maher dectines ba commenl oa
Ar. Ueli's tmnsacoions., He pofes thal e
gxeculives. regular smplovess who re-
e upliced are free oo sell iber shares,
“¥ee've all plaxing by the sime miles.” he
RANE.

O the Radar Screen

The hedzing maneurers evermives sn
SMpoY 1o profect heic company holdings
fall largely off (k2 radar sereens of resula-
tors amd sharetobklers. While the SEC gop-
Prally requires 1Bal Mey execulives repon
Lhese Iraasactions, experls say be mules
are largely ignored. “We really are galy
ahle o usmcover several a month at most,
which iedds me 1o befieve that the inssders
are nod (lang these a5 ollem as thew
should,” says Lo Gerber, director of e
sairth 3l Thomson Financtal/Lancer Ana-
Isties, which combs SEC filiggs o frack
insideT irading trends,

M. Dweck, Bead of the Goldman Sachs
division thil manages singe-stock [fvesl.
menls for wedlthy vestors, sovs his
EmmIps clients disclose their ransaclions
when required, Ard Qwest Chairman
Fhelip Anschifs recently dischosed 1k
lsL May, he emlersd iolo & loeward-sale
agrevmenl” with a heokerize firm, lock-
INg I A8 Mmaey as 10 milllon Qwedt shares
41 clge o Eheir thee-current  prica.
(Fwest’s share price has since Callen 5%;
Che value of Mr. Anschulz's shares covened
Im he agreement would kive plunged o
B milion [mm 8194 millios. | Those
Siuares amoinded to abewd 3.3%of Mr. Ans
ciute’s total holding of 30 million shares,
or 5% of Queest's shares calstanding, both
:-I::rfh and ihrough 3 cempany he oom

A forward-sale nzreemest wasn'l avail-
able to Joseph Daugherly, He his bess
SIringing and repaicing lelephone cable
for 23 vears, first lor B2 South Corp, and
them in the Salt Lake City area for U 5
:'l:.'sl. which wais acquired By Quest jast

dr.

A [#w manths ago. he was looking for-
ward o earty selremesnl next summern
Blut now, & Says, hell mave b keep wark-
irg. The T200,008 in assets be had .in ks
ANEY im exrly May bas shrunk to righly
ENLA0Y. Part of that less is attributable Lo
the felirement pizny rules. which don’)
alliw most workers i skaft ot of compsny
ooniribned Gwest shares walil age 55, Mr
Daugherly, who concedes he's a risk-
laker. blemes himsell fof the rest; He vol-
unianly sank the remainder of his 401k)
SAVITIEE o Qwesl stooll

Qwest wan | commenl on the fimances
of either 3ir. Daugherty or M, Asschatz,
But Heve Hammack, a Quesl spokesman,
fars L5 West established 1he poiicy of
melribding company stock, He notes thas
starting Jan. L 2001, the company heyan
allewiess managers b diversify company
sk eoniributioes they receive thas vear
it rRher ivresiments aailabie through
ibe plan. Towe pestrictions an uwion mem
BeTE. 1t 42y%, are covered by the compa-
nx's coliEclive Garzining arreemeni.

NOVEMBER 27, 20m Page 2 of 2

~ “The facd 5.7 NI Hamne ek
inan email. “the majoriy qrnwmllj:
the L5 tha matck emploves contriby-
LN o 50 in helr awn company stck. 4
EHMl number alse reElict smpkvees nom
diversifying out of the company mareh.”
Ertsa, the federad law governing pen-
s plans, provides empliyees with alle
legal traction to compixic about thesr
Foroed {011k hildicers. Emplover coair k-
BOng e retiremend-savings plans aren't
Eemerdlly sublect o Bduciacy rules. 1as
Inr emplayes TonirBulons, fmpkyers ane
supposed o chopse “pricdent” Ipvesimen:
HHA ]

+ Successful Lobbying

Retirement-savings plans are exem
from Erisa diversificsiom  rules, |nr-:'.
'rhlm- riles make it dlegal for a compa-
EY 5 pandion plan bo (avest mare ikan 16
of it a55eis in lhe compisy’s pwn seeun-
Lies. Bt savings plans such a3 4000k)s can
generally imvest s mumh as IAFS af the
55218 N cumpAny stk with Empuamity,
Currently, roughiy one-thard. 1o one-kalf of
Telirement-plan asels ol langs companies
dare mvesied Im company stecl. Thal suite
emgployers, which woald just a3 soan con.
tnkate sloeek as draw down precious cash,
and in 1he past, they kave lohbsed sueeess.
Ml to de fesit eforis s impese diversifica.
I-:uTmn._lif: I:I'Iﬁ:.l[lll:h:l::.

) conbounds people such a5 Mr
'I:rnum. the techaician at Enron's Parilam
vieneral Electric umil, “Anvone =il ig]
¥oi that you pesd 18 diversily o reduce
rigk,” he says.

Déversificalion has spared Me Trisks
some of the pain experienced by co-wock-
&3 who bel Mg an Enron in their retire
meEnt savings, Since Zept. 18, whiks Ihe
Enron shares in his 401k} have plunged
BE%, his shares in Weltz Pariners Value
Fugd have decfined caly 1.32%, and his
shares (B Fidelity Growth Campany and
J:Lr.:_GF-m.I Life Soences lands have
rsen 3% and L%, respectively

Enfon executives are subject m the
=Lme resiriclzns on Enfea’s siock contri-
butions o eir 400ikls as other emplos-
Beil n0 sl of company-contribmled
Sock urlil age 5. But company flings
with the SEC show thal “key management
and Mgy compensated empkovess™ also
partieipale Ik Separke relirement-savings
flace thad don't require them to bodd En-
ron Seck 3t all. Executives can pale as
mech a5 35% of thebr szlares and 105 af
Ineir bonuses aonezlly isle thess ac-
roisiis, alkkating the monsy among & vari-
=y of invesimenis.

_Further. SEC filings shew that so far
Egdyear,“ nﬂ Enrm executives were

¥ sellers al company suck by had
accumudated Bevond (e ambil of their
Miikis. Former Enron Broadtand Ser-
vices Chiel Executlve Eenpeth Rlee, far
exkimiple. sobd Enrom shares valued ai 5737
mlion during 1k period, and farmer CEQ
Jeifeey Skilling sold 837.5 millian of Enson
ek,

“We believe I's Impertant for emplo-
24 I have & slake in the company,” says
Faren Dense. a spokeswoman foc Emron.
U5 alio imEOTIRRL that we align em-
plovee and company performance.”

=Lizssell Srpan-Loes
cartiriinaied fp iz artiie.
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By RICHARD A. OPPEL Jr.

The rapid decline of the Emren
Corporation has devastared j1s em-
piovess” retrement plan, which was
| Beavy with company stack, and has
| mfu-l't-l!td‘l‘nﬂ:&rs.rhuﬂheprduh—
ited lroen changieg cheir invest-
MENIS a5 the stock phanged,

Through the #0(k) reticement
1| plaa, emplovees chose (o put mack of
.I their savings in Earan shares, and

the company made contributions @

o
:
g
B
£
i
:

?_! thange. For several wesiks, g5 rhe
l sock bost msch af its value, workers
1 msﬁﬁplﬁaly_u'ihulr Felire
a4 s avaparated. They weng

: ;‘-Hﬂlh!‘l:d L Switch mwﬂmﬂ an

i = e [

! lees rishy ﬂ'lﬂ’h;i‘.l b plam had far
: The unfortunace limmg caps a
E::; E:?I] far Enron's workers. At

a31 year, the 4010k} plan

Bad $2 [ billion im assets. More than

hall was invested in Enron, an ener-

By conglomerate Since then, the

wegy conmdered whether [0 Seek
renggnitate 165 deal to boy Ernren, |
nile Ernron cought to shore up s
cas, Business Dayv, Page CI.

oCk has lost 84 percent of its value,
Al Porcland General Electric, the
regon uhlity acguired By ERron
“¥lwr years ngo, some workers near-
-~ Ig retirement have lost hundrods of
%ﬂs ol doilars. The utility has
wilibed wp grief counselors 1o help

]

;%:m wark through their problerms.

TFEWe had some married couplies
:ﬂ-" both worked whao lost 35 much as
e or 5500000, =al Sreve Lac-
BT an emergency-repair dispatcher
DBt Portland General. "t pretty
commh wiped gui every emplivess
4 ¢rngs plan

g Shortly afrer b was frozen. the
e les stared coming out abiw
MO of the quesmnable sctivites of |

i

el
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| Employees’ Retiremeﬁt Plan
Is a Victim as Enron Tumbles |
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Enron.” Mr. Lacey added. = The
sicck ook a rremendous drop, and
we were pretty miech heldpless.”

The leid serves a5 0 grim remind-
er of the danger of relying o heav-
tl¥ on cae investmenl Stock plunges
similar i Earon’s have also wiped
ol the retirement sawings of many
employess of the Narted Metworks
Corporatbon.  Lucent Technolegses
Ire. and Global Crossing Lid.

The ks by Enmn's workers alse
stands in stark comrast to the prodits
made by some senior Enron exec-
Lived, who sold sfock during the last
[ew years. Enron's chairman, Ken-
nech L. Loy, made £300.57 millson due-
ing the first seven monthe of 2000 by
exercismg siock options — and maore
than $180 miltion by exercising op-
tions during the three prior years
Last week, Mr. Lay agreed o forge &
$60 million severance package alter
Enron traders and employess mads
clear how wpset they were that he
wiuld profit from the proposed ac-
quisithon of the company by Dymegy
Ine. while they were suffering

Enron — which is already the sub-

==t of a Securities ard Exchange
Commisaion investigation of trans-
actisns among Enron and pariner-

ships headed by the company's for-
mer chief fmancal officer, Andrew
5 Fostow, and a number of share-
hoklera” saite — now Bag an addition-
al legal problem,

On Tuesday, Steve W. Bermas, a
Lawwer from Seattle who represented
states agamst the tobaceo indwestry,
filed 3 lowsuin (n Federal Déstrien
Court in Houston seeking <lass-acs
tion stamas on behall of Enron em-
plovees whi oSt mooey on the stock
through iheir retiremens plan, The
lows=uin says thai Enron schemed io
pump up the price of the stock arifi-
clally and viedated its fiduciary duty
w its emplovees by faiking o act ia
iheir best interests.

"They were promaring Enron a5 a
retirgment ipvesceent vehicle and
matchmg emplovees’ <ontributions
with Enron stock, =hen they knew
the siock was avervalued, and that's
a brexch of their fiduclary duties.”
Mr. Berman said in as inlerview
vesterday.

What's more, he daid, the assers
were frozen ca Oct. 17, with the stock
at £12.20, even though Enron execu-
tives knew thers woald Be imminent
disclosures about the campany’s &-
counting practices. “They knew the
WOrsy news was about to come oul.
Bl ey froze the stock,” he s

Enron closed yesterday at §5.01.

The company declmed (6 comment
o much el the pllegathons becaise of
perding litignteon. A Spokeswoman,
Earen Denne, sabd that the change in
plan administrators hed been i the
works faF 4 number of morths and
that she did pot know the exact daie
the change was put iro effect.

Like rmany other big compamies
Enron made fis comtributions 00 the
plan in company shares. Bull esmploy-
e85 alsa chose w0 put mech af their
gan confributiond e the sock,
fured by its stellar past perform-
anee. The company says that 33 per-
cent of v Enton stock in the plan
wound g there because employees
chote i, and 11 percent was ihe
company's cantribution.

=4 bot of people believed m 1he
spoch, 20 il wasn't just the company
match” said an employes at Enron’s
headguarters in dewmiown Howston.
=t wag their own mamey, W, People

are |ust shelkshocked ™

The stock's past performance had
lured mamy workers, Last year, as
the stock soared. todal Gepets in the

L{k) plan rose more than 15 per-

cenL

Abaouat 57 percent of Enron’s 21000

employest participate in the 41 (k)

plan. The campany generally match-

B85 wiok combributions as ) cents
oo the dodlar. up to § percent of their

salary, with Enron siock, which can.
mal be sold iﬂdpl.l'[ inla anosher ige
vesiment oniil the employes reaches
age 50 But Me Denne salbd warkers
atherwiss “have a range of aplions”
It which o mvest thedr moey,
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Employees’ Retirement Plan Becomes

a Victim of Enron’s Stumble

Helpless workers
stand by as their
savings evaporate.

Gerry O Cemiar, A SRRT consuit-
ant wilh the Specirem RO, 2 con-
sulting firm based i Chacage. saud ol
was pal Lroammon for compantes 1a
ireeze aszets when administrators
were swilched I yeu don'L. you can
wind wp with misaliscated maney,
wrang statemmenis, and afl kirds of
complicatimg [aetors,”™ he said

Bt a heavy dose of assels in oile
company stock has been A concern i L]
many specialists m retlrement plan-
atmg. Employess are Laking “a los of
retie, but they don't think of 60 as
ameh,” Mr, D'Connoe samd.

“They say, " You koow, | work for
this - company, and wWwe're CoRg
great,”

In addition e the sweon in their
4l (k) plans, Enren emplopees have i
watched the value of their soeck op- |
ticms wither. Earon gave a far larger [
percentage of employees options
than most companies do, Dol now,
=ith the [all i Enron shares, tearky
all af thase optons are worthess,

Enron's tumbiing fortunes have
come as a particular shiock to same
of 8 workers in Oregon. About 93
percent of (he 1700 employess of
Portland General, which Enron re- |
cently agreed w sell to help it raise
badly oeeded cash, are invested in
the #0140k} plan, said Scott 3mms, a
SpOHEsEman,

The osees, he added, have hat #v- |
eryone “including officers all the |
way through to ather grall.” |

“It's certamiy not something im |
which certain emplovess have lost
oui and oihers haven 'L be said, "1t |
wak the same plan for everyone.” |

In an inferview with The Orego- |
nian in Portiand, Peggy Y. Fowler, |
Poriland Gereral’s chiel execuine, |
soid i1he aeeet fresze was an unform- |
rate coancidence, ' The Liming could- !
F't hove been warse,” she said.

“Wa reder Lo Qur cetirement pro- -
gram a3 a three-legged stood — 50 &
cial Security, the company pensn |
and the 4000k)" Me Fawler szid. |
e af the legs has besn cut ofl.”
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Bitsberger, Timothy

From: Lor.Santamorena@@bpd treas.gov

Senl:  Thursday, January 03, 2002 8:24 AM

To: Brian.Roseborodo. ireas.gov, Timothy. Bitsbergeni@do. treas.gov
Subject; fyi- Cantor Fitzgesald

fyi- you may hawve already read Chis.

Lorl

Copyright 2002 The New York Times Company
The New York Times

January 3, 2002, Thursday, Late Edition - Final

SECTION: Section C; Page 1, Column 4; Business/Financial Desk
LENGTH: 1424 words

HEADLINE: Horrible ¥ear Ends on Up Note At Cantor,
Financial Health for the Firm And More Smiles for the Staff

BYLINE: By DIANA B. HENRIQUES

BODY:
As Howard W. Lutnick, the chairman of Cantor Fitzgerald, headed to Florida last weekend to see out
the worst year of his life, he found himself, beyond all expectations, with good news to share.

"I have told my families” -- as Mr. Lutnick affectionately calls the survivors of the colleagues he lost
on Sept. 11 - "that Cantor will be profitable in the fourth quarter,” ke said. With a faint trace of his
old swagger, he added: "We will be highly profitable -- not barely profitable, but highly profitable."
The achievermnent would have been merely satisfying for the Wall Street bond-trading firm in a normal
vear. But "normal” and "Cantor” parted company on the day the terronst attacks destroyed the firm's
headquarters at the top of the World Trade Center and killed 658 of the 960 people working there,
inchuding Mr. Lutnick’s brother, Gary. Since then, simply surviving might have been news enough for
Cantor, which has promised 25 percent of any future profits to the families of those who were lost
Instead, Mr. Lutnick said in an interview, Cantor ended 2001 profitable encugh to pay fior the first of
10 vears of promised he! all th msurance for the families, with cash left over Lo distribute in mid-
February as the first installment on a $100,000 minimum gift pledged 1o each famly.

The company bank accounts have been easier to repair than the people. Mr. Luinick says he thinks of
each surviving employee as "a miracle.” Nevertheless, there have been layoffs as the company has

01/16/2002
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In addition, some emplovees have been unable to go to work at all since Sept. 1 1 because of the
emotional trauma they experienced, one executive said. "We know that the greater impact of this will
come three to six months down the road,” this executive said. "You have to wonder where some of
these people will be then."

But although all the Cantor employees still wrestle with the grief of having lost hundreds of close
friends and colleagues —- one who was eritically injured died not long ago, bringing fresh pain -- some
say their days now include a little more laughter, a bit of optimism, a sense of having weathered the
very worst of a continuing storm.

“We smile,” one executive said. "We laugh. We're here together. We have a purpose.”

The pecple who have joined the firm since Sept. 11, almost exclusively in the stock-trading
operations, “have gotten a chance to get acclimated,” said Philip Marber, the senior managing
director who used to lose sleep worryving over how 1o recreate the well-ciled trading desk he lost. "A
little more chemistry is starting to oceur. It's kind of jelling a little bit - which is what we were

hoping would happen

The surviving families seem more content with Mr. Lutnick, whose tearful televised promises to help
were met with angry suspicion by early October. The company's new charty fund has distributed
nearly $9 million in gifts — Mr. Lutnick and other partners recently offered a $5 million matching
grant to help the fund raise $10 million more - and Cantor has paid roughly $45 million in promised
honuses and other benefits to the families since November.

Mr. Lutnick is not bitter about the reaction, he said

"It was a moment in time," he said. "They're sad it happened;, I'm sad it happened. But it's past, it's

over,”

In recent months, as he pulled out of a media spotlight that had blistered him in the weeks
immediately after the attacks, he mailed 1,300 to 1,400 handwritten notes 1o the families of his lost

employees.

A private partnership, Cantor is not required to disclose profits. But it is also the majority owner of
eSpeed, a publicly traded electronic trading network, which must keep investors informed about
important trends. Here, too, Mr. Lutnick, as the chairman and chief executive, has room to boast

" & few weeks ago, | had the incredible pleasure of announcing that eSpeed would be profitable for
the first time, in the fourth quarter of 2001," he said. Forecasting profit of a penny 10 a nickel a share,
Mr. Lutnick added: "We're not going to just make 'earnings per share,’ which you can do with some
accounting games, but we are going to make actual money *

The eSpeed stock, suspended from Masdag trading for 18 days after Sept. 11, rallied after Mr.
Lutnick's announcement. It closed yesterday at $8.35 a share, not far from its Sept. 10 closing price
of $8.69. but nowhere near its peak of almost 383 a share in March 2000, ar even its initial offering
price two years ago of 322

"There are not many e-commerce companies left standing, let alone ones that have met their

01/16/2002
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forecasts," Mr. Lutnick said.

It is not possible to say how these gains will affect Mr. Lutnick's own compensation. At Cantor, he is
the general managing partner of a private limited parinership, which does not disclose compensation
for any of its partners, including Mr. Lutnick. At eSpeed, where his 2000 salary was $350,000 and his
bonus was $650,000, his 2001 compensation has not yet been made public

The rebounding stock market was one important ingredient in the fourth-quarter recovery al Cantor,
of course. Fortunately for Cantor, some 75 percent of the firm's top revenue producers in its stock-
trading business worked outside the doomed New York office.

Yesterday, Cantor opened an office in Shrewsbury, N.J., easing the crowding in the makeshift trading
room Mr. Marber set up in Midtown Manhattan after the attacks. The new suburban office will start
with 10 pecple, but Mr. Marber hopes it will grow to about 25 if the firm's stock-trading business
continues to thrive

Cantor and eSpeed each carried $40 million in property insurance and $25 million in business-
interruption coverage, according to Mr. Lutnick. That is expected to largely cover the property and
business damage, including an estimated $32 4 million in total losses at eSpeed and additional
undisclosed partnership losses at Cantor.

But Cantor's recovering profits also benefited, perversely, from some terrible luck -- its own and that
of the Enron Corporation.

Well before the attacks, Cantor had begun to shift its core business, trading government and
corporate bonds for big instirutional clients, from expensive human traders to the less-expensive
electronic trading system operated by eSpeed. With the sudden loss of so many of its traders, Cantor
was forced overnight to shift more of its lower-margin business to eSpeed. Though eSpeed itself lost
about 180 of its 477 worldwide employees. it was nevertheless able to resume operations within 48
hours of the attacks.

"We always knew that eSpeed would be our future,” said Joseph C. Noviello, now that company’s
chief mformation officer. "But that future arrived instantly on Sept. 11."

With that future, Cantor has stepped out of about 2 dozen markets where its traders were once
active, "There was too much of a human loss to go back and try to rebuild it the old way," Mr
Lutnick said. "We have to be different, we have to play the hands that have been dealt to us.”

Ta be sure, eSpeed still faces stiff competition in the rapidly consolidating electronic bond-trading
arena which has shrunk by almost a third of its players over the last year, according to a tally by the
Bond Market Association. But Mr. Lutnick says eSpeed is still *the dominant system for trading U5,
Treasury securities around the country,” and Wall Strect analysts generally agree.

In addition, eSpeed got a boost from the trouble at Enron, the giant energy company that filed for
bankruptcy a month ago. Before its collapse, Enron was doing a bustling business through Enron
Omline, its energy trading service. Afler Enron fiiled, that trading shifted to more diverse trading
networks, including TradeSpark, which is jointly owned by Cantor, eSpeed and five large energy
companies including a subsidiary of the Williams Companies.

01/16/2002
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Indeed, TradeSpark is powered by eSpeed's technology and pays eSpeed a commission on each
transaction, Mr, Noviello explamed. "So that business has seen enormous growth sinee the fall of
Enron,” he said.

But despite a more upbeat mood and a strong sense of having delivered on an important pledge to
their lost friends’ families, everyone at Cantor 15 ready to leave 2001 behind, employees said.

“Last week, to top it all off, I got hit by a cab,” Mr. Marber said. "Right on 3%th Street. A lot of
bumps and bruises, nothing worse. But | remember thinking, as I picked myself up: "Please, I just
want this year to end ' "

GRAPHIC: Photos; Howard W. Lutnick, left, the chairman of Cantor Fitzgerald, had good news to
share last week: a profitable fourth quarter. At right, Philip Marber, left, and Joseph C. Noviello,
executives who have been instrumental in the firm's recovery. (Justin Lane for The New York Times
left Librado Romero'The New York Times above )

Chart: "Back To Before”

The stock of eSpeed, an electronic trading firm almost wholly owned by Cantor Fitzgerald, has risen
close to its pre-Sept. 11 level in recent months on reports that it would be profitable in the fourth
quarter. But the stock is still far short of its March 2000 peak of almost $83 a share

Graph tracks the daily closing price of eSpeed shares from Sept. 10 through January.
{Source: Bloomberg Financial Markets)
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Enron Corp.
”Fj? 1775 Eye Street, NW., Suite 800
frugrtam, (13, 20K
& #-3360
rmﬁ:
*{? ‘}EW;

k]
October 25, 1999 Mﬁut:ﬂ—}@&@{j

The Honorable Lee Sachs
Assistant Secretary

Department of the Treasury
1500 Pennsylvania Avenue, N.W.,
Washington, D.C. 20220

Diear Mr. Sachs:

I wanted to thank you again for taking the time on October 6 to meet with myself and
other Enron representatives to discuss the President’s Working Group on Financial
Markets' upcoming report on over-the-counter (OTC) derivatives and other policy issues
related to Enron’s commodity businesses,

We appreciated your thoughts on the anticipated release of the President’s Working
Group report.  While you indicated that the report’s recommendations would not likely
impact our existing OTC contratis and commaodities business, Enron remains concerned
that the report may contain suggestions that over-the-counter participants be subject to
some form of regulatory requirements in the future.

Enron's position on the matter is simple and straightforward -- there is no need for
additional regulation of OTC derivatives dealers.  Current CFTC oversight is
appropriate and sufficient. OTC derivatives markets (particularly energy derivatives
markets) function very efficiently and safely today, allowing us to provide our customers
with essential, custom-tailored risk management tools. 'We hope that Treasury and the
other financial regulators will agree with our position, and that this view is reflected in
the Working Group report.

We look forward to working with vou in the future on these important issues. If we can
provide vou with additional information or assistance concerning Enron’s businesses,
regulatory and legislative positions, or energy commodity markets in general, please
contact Jeff Keeler in Enron's Washington, D.C. office at 202-466-9157.

Sincerely,

Kevin P. Hannon

MNatural gas. Electricity. Endless possibilities. ™
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Chisf Execubioe Officer
%ﬂ' September 14, 2000 Enran Corp.
PO By 1188
Moustam, TX F7351-1188
{713} 853-6773
The Honorable 1. Dennis Hastent Fiex (713} 853-5511
Speaker kleyiiesran gom
United States House of Representatives
H-232, Capitol

Washington, DT 20315
Deear Mr, Speaker:

I am writing to wge enactment of H.R. 4541, the Commodity Futares Modemization Act of 2000, This
important legislation provides critical legal certainty for a range of ransactions that are a central pant of Enron’s risk
manzgement and commaodity trading businesses, Enron is the largest rader of nataral gas and ebectricity in the US
and we actively trade other commodities. To facilitate our commodity rrading business, we have developed
EnronOnline, the world's largest business-to-business marketplace with over $140 billion in trades since Movember
1554

We appreciate the fine work of the House Agriculiure, Commerce, and Banking Committees and applaud the
beadership of their Chairmen amd Ranking Members. With respeet to the language most critical so Earon, we urge
adoption of the Commerce Cominitiee version of H.R. 4541, Specifically, Section % of HR. 4541 enhances legal
certainty for transactions in certain commodities by providing that:

* Ewcept for the application of the Commodity Exchange Act's antiffoud and amtimanipulation
provisions, bilateral transactions i commedities (except agricultural commodities)  berween
sophisticated market participants would not ctherwize be subject 1o the Commodity Exchange Act

*  Except with respect 1o the Commodity Exchange Act’s antifraud and amtimanipulstion provisions and
in certain circumstances the requirement (o disseminate trading data, the CEA would not otherwise
apply 10 transactions in commeodities (other than agriculiaral commaodities) on Electronic Tradmg
Facilhies that are limited to sophisticated market participants.

These two important provisions climinate legal eneertainty over cemaln transactions and reduce the
regulatory burden placed on sophisticated market participants. The provisions recognize that sophisticated parties do
not require the protections of the CEA and, more importantly, climinate the risk that transactions berween eligible
contract participants could subsequently be determined by a court of law to be unenforceable for failure 1o comply
with the CEA. Allso, the reliel with respect 1o electronic rading facilities recognizes the natural evolution in the
marketplace from the telephone o the Internet.  Providing legal certainty for use of electronic trading facilitics
eliminales the risk that theze electronic platforms would be determined to be operating illegally as “sxchanges™
unregulated by the CFTC,

Prompt adoption of H.R. 4541 with the language included above will assure that Enron can continue to
grow owr businesses and provide innovative service to our customers without the risk and cost of lexal uncertainty
that now exisls.

I appreciate your attention 1o this important matter and would be pleased to respond 1o any questions that
you might have.

Sincerely,

A

Matural gas. Electricity. Endless possibilities.
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Faz (715} A53-5313
The Honorable Phil Gramm
Chairman
Senate Banking Commirtee
534 Dirksen Senate Office Building

‘Washington, D.C. 20510
Dear Phil:

As you are aware, the House overwhelmingly passed H.R. 4541, the Commodity Futures
Modemmization Act of 2000, by a vote of 3774, demongtrating broad consensus for the
very difficult compromise underlying the bill. This important legislation now requires
your leadership in order to pass the Senate, allowing the hard work and compromise to be
rewarded during this Congress.

The legislation provides critical legal certainty for a range of transactions that are &
central part of Enron's global risk management and commodity irading businesses. To
facilitate our commodity trading business we have developed EnronOnline, which is the
world’s largest business-to-business marketplace with over $200 billion in transactional
volumes since November 1999. Prompt adoption of HR. 4541 will assure that Enron
can continue 1o grow our businesses and provide innovative service 1o QUr CUstOMErs
without the risk and cost of legal uncertainty that now exists.

Based on our recent telephone conversation, I know that you have concemns with respect
to bank product and securities law issucs raised by the bill. We do not have views on
these provisions except for our concern that prompt passige of the legislation will not be
possible unless the issues are adequately resolved. However, we are confident in the
ahilit!.rufjrnuandyunmﬂ'uﬂmhnpcmﬂ these issues will be resolved in this
Congress.

] appreciaté your attention to this important matier and would be pleased to respond 1o
any guestions that you might have.

Sincerely,
Jon

Matural gas. Electricity. Endless possibilities.
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_F‘isher, Peter

From: Davig Gilmaore [frai@fxa.com]

Sant: Thursday, Movember 29, 2007 519 AM
To: fraf@iza.com

Bubject: FXA Aler: Bank exposune 1o Enfon,

=From FEA On-=line found on www. fxa.com, Reuters FEAFXL, Telerate 57001,

[13.00/008.00] BANE EXPOSURE TO ENROM. DEUTSCHE BAME PUT ITS EMROM
EXPOSURE
AT S100MLN. JF MORGAN CHASE HAS STATEDR SS500MLN IN UNSECURED AND 3400MLM IN
SECURED EXPDSURE. CITIGROUF PUT AT 5TI0-300MLN WITH ABOUT HALF SECURED.
ABH
AMED HAS UNSFECIFIED EXPOSURE BUT CLAIMS ALL ITS LOANMS ARE SECURED, AND PART
CF
SI1ELH SYNDICATED LORN FOR INDIA POWER PROJECT (DAEHOL POWER <O} .
INTERESTING
THAT US TSY SAID WEDE IT IS FOLLOWIKG THE EMROH DEVELOPMENTS BUT ROTED RO
FHOSUAL RCTIVITY IN THE FIMAMCIAL MKTE (I.E. HO SYSTEMIC RISEKE). NOTHING
FRLIH
FED B0 FAR 1IN TERMY DF STATEMENTE (O EMROM) .
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Fisher, Peter

From: Cravid Gilmore [beai@ifca.com)

Sant: Thuraday, Movember 246, 2001 10255 AM

To: fraghfxa.com

Subject: FxA Aert, Rumer 2 large Jpn banks with large ERfon exposune

From FiA On-line found on wwe. Ixa,com, Eeucers FEAFX]l, Telerate S57001.

[15.45/10,45] DLRSYEN FIRM O RUMORS TWO LARGE JFN BANKS HAVE DECENT
EXFOISURE TO EMEOM. KEEP IN MIND THAT JPH BANKS AZE REPFOETING RECORD LOSSES
D
LOARM WRITE OFFE.. HOT BPOEITION OF STRENGTH. BUT FOR THE RECORD THEY HAVE
ALS
REPORTED CRAP/ASSET RATIOS ARDUND 11% ON AVG, WELL ABOVE 8k RIS REQUIREMENT.
THAT SATD RVEM HAYAMI NOTED RECENTLY THAT IF JPH BANKES USED SAME STANDARDS
AT US
HBANKES IM DEFIMING CAPITAL THEY WOULD BE BELLOW 8%.
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Fisher, Peter
| —

From: David Gilmaore [feai@fza.com)

Sant: Thursday, Movember 28, 2001 11:38 AM

To; feagfca. com

Subdect: Fxa Alerd. Jpn invastmeant trusks, not city banks with main Enron exposung

Seems mkt rumor mill turpned the very real Jpn investment CIUsSt exXposSure o
Enron corporabe paper into Jpn banks with not wery real Enron exposure.
Hearing that inwvestment trusts hawve bought dlrfyen to unwind hedges put in

place when the Enron bonds were purchased, Involwes about Two Lo chree
institucions.
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Fisher, Pater

E—
From: Bridgewater Daily Observations [Bridgewater_Daily_Obseralions@bwater.com]
Sant: Friday, Movembsr 30, 2004 830 Al
Subject: Bridgewater Daily Observations, “Rafionality Returning To Credit Markels®
b 13001 e

Raticnality returning to credit markets:

A8 we have discuased, the recent gallaff in bonds and eurcdollars seemed
unjustly magnified in light of the sketchy evidence that the econocmy is
accelarating and the strong evidence that inflation is falling. But this
market astian makes mare sense in light of the news that Enron has
apparently been liguidating substantial long positlons in two-year notes and
deferred eurca (i.e., longer chan ane year forward). OGiven the apparent
glze of thelr poaltions, they wers most likely hedging fixed rate debts back
to floating ratea, reducing their effective interest rate by synthetically
ghifting the maturity of their debt te the lower yielda on the short end of
the yield curve. They probably hed big gains in the positions, which would
have provided a source of badly needed cash. But that is just our guess.

Complete report at www.bwaber.com then click on client accesa, or if you
have already downloaded an order ID from the Bridgewater website wvouw will be
able to read the enclosed file. If you nesd help accessing the website and
downloading an order ID please call Joe Quinn at (203) 2%1-7397 or reply to
thiz email.

<<bwamll3i00Ll . pdf==
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Fisher, Patar

From:
Sent:
Ta:
Subjact:

Importance:

i

s et

Nancy Lazar [nlazarf@isigrp.com])
Monday, December 03, 2001 10036 AM
151 Reader

IS Moming Paolitical Repart with Audio

High

In today's POLITICAL REFORT:

BoF OB o= 8 @

Terrorism Insurance Bills Introduced in Senate
Enron Likely to Engage Kashington on Many Fronbs
Fivotal House Trade Vote Set for Thursday
Central Bank Watch

This Wesk in Congress

canace Confirma Fed Goernors

Fleaze let uws know 1f you have any guesticnsa.

Rll the best,

Hancy Lazar
212/ 445-5633
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Fisher, Peter

Froam: Roseboro, Brian

Sent: Wednesday, January 16, 2002 341 AM

To: Fishar, Pater

Subject: F¥l: SELC, Accounting Firms Redrafing Awdit Rulas
FYI

SEC, Accounting Firms Redrafting Audit Rules
Agency Chairman Draws Fire for Role in Effort

By Kathleen Day and Alhert 8. Crenshaw
Washington Post Staff Wrilers
Wednesday, January 16, 2002;

Securities and Fxchange Commission Chairman Harvey L. Pitt and the accounting industry are scrambling to
craft a new gystem for policing auditors in an effort to shore up confidence in the financial reports of publicly
traded companies,

The new plan, which could be unveiled within days, is designed to head off criticism in the wake of the Enron
Corp. fiasco that the current system of self-regulation does not work. The effort is being driven by Pitt, who
faces complaints from some lawmakers that he should distance himself from the SEC's investigation.

Pitt represented the five major accounting firms as a private lawyer before he was appointed by President Bush
io take over the SEC on Aug. 4,

Sens. Jon S, Corzine (D-N.1.) and Byron L. Dorgan (D-N.D.) have said Pitt's previous ties 1o the industry
should reguire him to declare a hands-off policy, °I think Harvey Pitt has a high degree of integrity,” said
Corzing, a former partner with Goldman Sachs Group Inc. "But I do believe for appearance’ sake . . . Pitt ought
to do what Attomney General John Asheroft has done and clearly step aside from the process.”

But Pitt disagreed. “To talk about recusals at this point misperceives how this agency operates,” he said in an
interview,

Pill said he has done and will continue to do his job in accordance with ethics rules, which forbid — but with
some exceptions -- the SEC chairman from taking any action concerning a former client for a year after taking
office,

The SEC, which regulates financial markets, is also responsible for the oversight of accounting firms, which are
supposed to certify that financial records give a fair portrait of a company's finances,

With the Enron collapse focusing criticism on accounting firms, the SEC is facing conflict-of-interest questions,
not only because of Pitt's former ties o the industry, but also because Bush's two nominations for vacant scats
on the five-member SEC come from big accounting firms.

Pitt yesterday would not comment on how he voled last fall, when the commission agreed 1o launch an
investigation into the Enron affair. That investigation is examining the role played by Enron officials and the
company’s outside auditor, Arthur Andersen.

Pitt 2lso would not specify what he would do if the SEC staff were to come before the commission again, at the
conclusion of its investigation, with recommendations that actions be taken against companies or accounting
firms.
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"Enforcement inguiries are conducted by our staff and the SEC commissioners do not have any involvement in
the myriad decisions that cur enforcement staff will be called upon to make,” Pilt said.

"It is not the function of the chairman of the SEC or any commissioner to manage any investigations. 1f and
when | am asked to do anything on this matter, I will follow both the letter and the spirit of the ethical
requirements of this office. Any seggestion that | would do otherwise is an altempt to politicize the workings of
an independent agency.”

Pitt also would not comment on the negotiations he is having with the top five accounting firms and the
industry trade group, the American Institute of Certified Public Accountants - all of them former clients — on
how to revamp oversight of the profession. An SEC spokesman said those discussions are permitted by ethics
rules and are appropriate,

Industry sources said that talk about a regulatory overhaul, a topic that has been kicked around for years, was
given new impetus after Enron's failure. Enron filed for bankruptey Dec. 2 after being forced to restate camings,
The industry wants 1o unveil its proposal before Congress reconvenes next Wednesday and begins hearings into
what caused the energy company's problems, sources said.

The new framework would ereate a private-sector regulatory organization, similar to those that the SEC now
permits the securities markets to use to discipline members and establish guidelines for what is accepted and
unacceptable behavior, industry sources said.

But the organization would not be controlled by accounting firms, the sources said, because it would be
governed by boards whose members would come largely from outside the accounting indusiry, Accounting
industry efficials acknowledge that the reforms may not go far encugh to quell criticism from consumer groups
and some lawmakers, who say self-regulation is at the root of the accounting profession’s problems.

The five major accounting firms declined to comment on the proposal.

The major accounting firms, in the past, have fought such a proposal, insisting that the current system, which
includes industry self-regulating groups and state licensing boards, are sufficient. But in missing seemingly
egregious misstatements and incorrect reports at Enron, the Arthur Andersen team raised anew questions about
how well the nation's system of private accountanis, paid by their audit clients, serves the nation’s investors.

The federal government gave the accounting industry the valuable franchise to audit companies that sell shares
to the public afier the stock market crash of 1929, In return, suditors are supposed to serve the public interest,
and maintain independence [rom their clients.

"The true client is socicty in an audit -- yet the client that is paying your fee 1s the corporation,” said Stephen
Loeb, professor of accounting and business ethics at the University of Maryland. With this system, "you have 2
conflict of interest. [U's always going to be there," he said.

In addition, many accounting firms earn large sums by selling consulting services to their clients, For instance,
Andersen was paid 552 million last year by Enron -- $25 mallion for auditing and $27 million for consulting

RCTVICES.

Accountants argue that they are professionals who can and do stand up to their clients when that is necessary.
And, they add, ultimately their livelihood depends on retaining the public's trust. Otherwise, they say, audits
would lose their value.

That, though, is exactly what is happening, some critics charge,

Arthur Levitt Jr., chairman of the SEC during the Clinton administration, proposed prohibiting accounting firms
from selling certain consulting services to corporations whose books they audit in 2000, But that proposal was
beaten back by the accounting industry and was opposed by several members of Congress.

L
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In addition, generally accepted accounting principles, the rules that accountants must follow in auditing public
companies, allow considerable flexibility in evaluating what a business has done, Some lawmakers question
whether those rules give accounting firms too much latitude,

"Does the Enron debacle (and cases like it) rest on activity that is allowable under generally accepted
accounting principles and standards, or that constitutes clear violations of those principles and standards, or
some combination thereof?" Rep. John D, Dingell (D-Mich.), ranking minority member of the House
Commerce Committee, asked the SEC last month.

Auditing problems are not new. The late 1990s saw a wave of "restatements," in which many major companies,
including Rite-Aid Corp., Sunbeam Corp., Waste Management Inc. and Cendant Corp., were forced o admil
that profits reported earlier had been vastly overstated.

Some cases involved fraud, which auditors said they are ill-prepared to detect. Critics have said that auditors
should do more extensive checks of contracts, deliveries and other aspects of a company's operation, But
accountants warn that would make routine audits far more expensive. They say that in fierce competition for
clients, the lowest cost auditor often wins,
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Fisher, Peter

— —
From: Fosehonn, Brian
Sant: Wadnesday, January 16, 2002 1017 Ak
Ta: Fishar, Paler
Subject: BLOOMBERG headlings on yaur speach

BELOOMBERS headlines on your spaech:

Treasury's Fisher says accounting neles must be improved

Fishar says slandards haven't kepl pace will evalving markels
Fisher says companies must improve disclosure standarnds
Figher pradicts mose "financial catasirophes” without changas
Fisher says private companies must lead efforts to make changes
Fishar says any wrong doing will be punished in Enron case

e
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Gross, Jared

* S ————

From: Gross, Jared

Senl: Thursday, January 10, 2002 1153 AM
To: Fighuzr, Pabar

Subject: FOTUS Remarks {less Middlie East Q&A)

REMARKS BY THE PRESIDENT IN MEETING WITH HIS ECONOMIC TEAM
The Oval Office
42 AM. EST

THE PRESIDENT: Thank you all for coming. 1 met with my economic secunity team last week to talk about
ways o creale jobs. We're meeting again with the components of the team to talk about one part of economic
security, and that's pension security.

One of the things we're deeply concerned about is that there have been a wave of bankrupteies that have caused
many workers (o lose their pensions, and that's decply troubling to me. And so I've asked the Sceretary of
Treasury, Secretary of Labor and Secretary of Commerce to convene a working group to analyze pensions, rules
and regulations, to look into the effects of the current law on hard-working Americans, and to come up with
recommendations how to reform the system to make sure that people are not exposed to losing their life savings
s @ result of a bankruptey, for example,

As well, Secretary of Treasury, along with the SEC, the Fed, and the CFTC, are going to convene a working
group to analyze corporate disclosure rules and regulations. In light of the most recent bankrupicy, Enron, there
needs 1o be a full review of disclosure rules, to make sure that the American stockholder, or any stockholder, 15
protected.

And so, | think this is an important part of, obviously, other investigations that are ongoing. The Justice
Department announced and informed us late yesterday that they're in the process of investigating aspects of the
Enron bankruptey. The administration is deeply concerned about its effects on the cconomy. We're also deaply
concerned about its effects on the lives of our citizenry.

['ll be glad 1o answer a few questions.

() When was the last ime you talked to either Mr. Lay or any other Enron official, about the - about anything?
And did discussions involve the financial problems of the company?

THE PRESIDENT: [ have never discussed, with Mr. Lay, the financial problems of the company. The last time
that [ saw Mr. Lay was at my mother's fundraising event to -- for literacy, in Houston. That would have been
last spring. | do know that Mr. Lay came to the White House in -- early in my administration, along with, | think
20 other business leaders, 1o discuss the state of the economy. It was just kind of a peneral discussion. | have not
met with him personally.

() -- o inoculate and your administration politically from the fallowt?

THE PRESIDENT: Well, first of all, Ken Lay is a supporter. And I got to know Ken Lay when he was the head
of the -- what they call the Governor's Business Council in Texas, He was a supporter of Ann Richards in my
run in 1994, And she had named him the head of the Governor's Business Council. And [ decided to leave him
in place, just for the sake of continuity. And that's when [ first got to know Ken, and worked with Ken, and he

supported my candidacy.

This is == what anybody's going to find, if -- is that this administration will fully investigate issues such as the
1
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Enron bankruptey, to make sure we can learn from the past, and make sure that workers are protected.

() What can you do about pensioners -- what can you do about pensioners now? Isn't that horse already out of
the bam at Enron?

THE FRESIDENT: Out group is meeting, and they will bring recommendations here. They'll look at — fully
investigate what went on. My concern, of course, is for the shareholders of Enron. But my -- | have great
concem for the stories - for those I read about in the stories who put their life savings aside, and for whatever
reason, based upon some rule or regulation, got trapped in this awful bankruptey and have lost life savings.

And one of the things this group i& going to do is take a good hard look at it.
Thank vou all.
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Ellis, Dina

—  _ —
From: Hart, Susan
Sent: Tuesday, June 12, 2001 4:54 PM
To: Ellis, Dina; Delarco, Edward

Moran Urges Support For Opt-Out Privacy Plan, Commission
by Bara Vabds <mailohviida@natonaliournal coms

The privacy position of the new chairmen of the Senate Commerce and Judiciary committees poses a concern io
the high-tech community, Rep. James Moran, [-Va., co-chairman of the New Democrat Coalition
<hitp:www ndol.orgndol_kacfimTkaid=103=, told high-tech lobbyists Tuesday.

"As elated as [ am at the change in the leadership of the Senate, the chairs of the Judiciary and Commerce
committecs have sponsored opt-in bills ... that will mean a difficult situation on the [Senate] playing field,”
Moran told the lobbyists who had gathered to hear a preview of the New Democrat Coalition's "e-genda 2001,"
scheduled for release Wednesday afternoon.

The opt-in approach to privacy would put the burden on online businesses to obtain consent from consumers
before using their personal information for marketing purposes or selling it 1o third parties. Moran instead urged
the lobbyists - from Microscft, Cisco Systems, AT&T, Hewlet-Packard, VeriSign, Enron and other high-tech
companies — 10 consider supporting the opt-out approach that would put the burden on consumers.

Sens. John MeCain, R-Ariz. and John Kerry, D-Mass,, introduced the leading opt-out privacy bill, 3, 2928
=http:/irs9 Jog govicgi-bin'bdquery/z? (SNO2928 () - 2=mé&=>, in the 106th Congress. Moran
also urged the lobbyists to support a bill, H.R. 583 <http:/ _goviepi-binbdguery/z?d 1 0T-HRO0583:

i Lsumm?2=mé& >, that he co-sponsored. It would create a | 7-member commission to study existing
privacy laws, cenduct field hearings and make legislative recommendations to Congress within 18 months.
Moran said the House Government Reform Committee could consider his bill soon - before its leading
Republican co-sponsor, Asa Hutchinson of Arkansas, leaves the House to head the Drug Enforcement
Administration for President Bush,

Sources close 1o the Senate Commerce Committee have said new Chairman Ernest (Fritz) Hollings, D-5.C.,
plans to hold several hearings on privacy policy in July. The hearings likely will focus on various aspects of the
opt-in privacy bill, 5. 2606, that Hollings sponsored in the 106th Congress, but Hollings does not plan to
reintroduce his bill until after the hearings, industry sources said.

Om other high-tech related issues, Californian Calvin Dooley, co-chairman of the House Mew Democrat
Coalition, teld the lobbyists that new legislation to renew presidential trade-negotiating cxpected to be
introduced in the House this week is "dead on arrival” with Democrats if it does not include language related to
labor and environmental standards.

Dooley has been trying to crafl a compromise bill that would include enforcement of labor and environmental
provisions. Many Republicans want to leave those issues out of trade deals.

New Democrats, however, are optimistic about House passage of legislation to renew normal trade relations
with China. Although Congress voted last year to approve permanent norinal trade relations with China, the
country has yet to join the World Trade Organization, hence forcing another annual vote on the issue.

On other issues, the New Democrats are developing a comprehensive encrgy policy because they said the West
Coast's encrgy problems are threatening the ability for future high-tech growth in the region.
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Fram: Farrell, Paula
Sent: Maonday, January 14, 2002 558 PM
Tao: Atkins, Preston Jr
Ce: Revesz, Paul, Oster, Karen
Subject: FW: National Journal's CongressDaily - Monday, January 14, 2002

-==-=0riginal Message-----

From: Fnack, Elizabeth

Sent: Monday, January 14, 2002 3:44 PN

Ta: Ellia, Dina; Farrell, Paula; Hart, Susan; 0O'Brien, Michael

Subject: FW: Nationmal Journal'se CongressDaily - Monday, January 14, 20482

-====0riginal Hesgage-----

From: cp-del@nationaljournal.com [mailto:cp-del@nationaljournal.ceom]
2ent: Monday. Januvary 14, 2002 6:31 PM

Subject: Hational Journal's CongressDaily - Monday, January 14, 2002

Hational Journal's CongressDaily
Issue date;: January 14, 2002

TRADE
U.5. Loses In WTO Ruling On Forelgn Sales Corporaticns

A World Trade COrganizaticn appellate panel today affirmed an
sarlier ruling against U.5., laws granting tax breaks for business
income earned from cverseas operatfions. The ruling in the foreign
sales corporations case, reported to be the largest the United
States hae ever lost before the WP, delighted European
officiale, who called for che United States to guickly bring
itself into compliance with WTO rules while the Eurepean Union
holds off on imposing pemalties, which could reach %4 billion a
year. But U.5. trade officlale signaled their disappointment and
congreasional panels now must decide what course of ackion to
take in response. "We are disappointed with the suteome," gaid
Trade Representative Zoellick. *The United States respects its
WTQ abligations, which serve america's interests, and we intend
Lo continue to seek Lo cooperate with the Burope=an Upnion in order
to manage and resoclve this dispute." Zeellick continued: "This is
an sspecially sensitive dispute thar, at its core, raises
questions of a level playing field with regard te tax policy. We
will be consulcing closely with Congress and affected U.5.
intereste regarding next eteps.* Senate Finance ranking member
Charles Grasaley, R-Iowa, in a statement today, said: "The [trade
negotiating authority] bill paseed by the Finance Committes
includes a provision that calls for the next round of the World
Trade Organization to comprehensively address these interpational
tax ispues. 50 taday's ruling iz vet ancther reascs why the
Senate should wote by the end of February on the bipartisan trade
legislation that's pending.®

Buginess advocates today were assessing the ruling, locking
for room in the legal implicatiens of the decieien, but
implicitly acknowledging a loss on all counts. "The decision
leaves in place the underlving problem, " said Homer Moyer, a
partner in the Washington law firm of Miller and chevalier, whe
works with an industry coalition that is working the FSC izaue.

"We continue to have an underlying tax disparity, whieh must be O 1 02 5
1
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rectified one way or the obther, even if it reguires changes in
WTD rulea." The Asscciated Press reportsed that EU Trade
Commissicner Pascal Lamy said he was pleased and called far
*rapid proposals® £rom Washington to rectify the ktax laws. “How
it is up toe the Uniced States to comply with the Wre's findings
ta getble this matter once and for all," Lamy salid.

The FEC case goee back several wyears. In Pebruary 20480, the
WTO Appellate Body wpheld a ruling chat the FSC provisicns of tcax
law viclated WTO subsidy rules. In response, Congrees approved
the Bxtraterritorial Income Exclusian Ack of 2000, but the
European Unicn won a WTO ruling last August that the revised law
Btill conferred a *prohibited export subsidy" and failed to
withdraw the PEC Ysubsidy," as the sarlier ruling direceed. It
wag that ruling that was affirmed in today's WT2 appeals ruling.
Under an EU-U.5. agreement reached in September 2000, the dispute
now will go kack ©o a WIO arbitrater to decids on the exact
amount of possible countermeasures. The arbitrator's report is

expected by the end of March, according te an EU statem=nt. - by
Bruce Stokas and Jeoff Earle

EEsE -l -E-E-

EMPLOYHENT

Hill's Labor Agenda For 2002 Tinted By Enron Debacle

When Congress returns bo work next week, legislators, staffers
and lobbyists will find the Washingtan laber agenda transformed
by imwestigations intoc employes 401ik) and peasicn investmant
pregrams browght on by the Enron scandal. But they alsa face
questions about reviving an econcmic aeimceluz package,
erganomics, and a renewed call to increase the minimum wage.
Enran "will dominate the cooversabtion for the coming months,”
predicted Ann Combs, asalstanc aecretary for the Pension and
Welfare EBenefits Administratlon, which handles employes benefit
igpues for the Labor Department, in a telephcne interview with
CongreagDally. The pension administration launched an
investigation in Hovember into how Enron esployees lost most of
thelr savinge intended for retirement when Enrcn stock plummeted
last year, and whether the companies' investment trustees
fulfilled their duties to employeas,

false, labkor Secretary Chaoc recently was chosen to work with
Treasury Secretary CO'Melll and Commerce Secretary Evans to look
at needed modifications in retirement laws in the wake of the
Enron debacle. The group set for the first time Friday, and,
while there is ne deadline for sending recommendations to
Congress, Combs said, "Everyone appreciates the urgency of the
gltuaclion, " Senate Health, Bducation, Labor and Pensicns Chairman
Eennedy will hold a hearing on the Enron retlremest investment
fzaue next month, and House RBducaticn and the Werkferes Chairman
Boehner aleo will investigate., Separately, the Senate Banking
Commictes has scheduled a Feb. 12 oversight hearimg inke the
accounting and investor protecticn aspecte of Enren Corp.'s
collapse. Several former SEC chairmen are acheduled to testify,
ineluding Arthur Lewitt, who served from 1993-2000.

Meanwhile, labor issues are expected to tint the debate as
Congreas revives efforts to pass an economic stimulus proposal,
with a political battle expected over balancing unemployment and
healthcare benefits with tax cuts. "I den't know how they can go
home and continually face theses laidoff workers," said Bill
Samuel, AFL-CIC legislative direstsr, who said labor groups would
continue to push for benefits, ergonomics regulation, and am
increase in the minismum wage. The Labor Department has yet ©o
anncunce a position on ergonomiecs, but several sources said it
will not issve a new regulation, ae labor supporters had hoped.
Labsr supporters ate also oukbraged by Bresid=nt Bush's recess
sppointment of Bugene Scalia to be Labor Deparkment solicitor,
citing his views against ergonomice, but business groups praised
him as a well-qualified candidate. - by April Fultco
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JUDICIARY
Bipartigan Immigration Bill To See Early Senate Action

Congressional efforte to liberalize U.5. immigration policy,
which were off to a premising start early in 2001, appeared
affectively doomed immediately following the Sept. 11 attacks at
the hands of foreign terrorists - seme of whom had been living
illegally in the United States for years. However, by the end of
lagt year, it had become clear that the event also had presenced
an opening for lawmakers of various ideclogical stripes to
reframe their arguments in a way that was mutually beneficial.
The result was legislation sponsored in the Semate by Judiciary
Immigratien Subcommittee Chairman Edward Kennedy, D-Mass., and
Immigration Subcommittee ranking member Sam Brownback, R-Han., ae
woll as Sens. Dianne Feinatein, D-Calif., and Jon Kyl, R-Ariz.,
which married enhanced border security with family friendly
immigratisn reform, and earned the support of advocacy groups
working both issues. That bill stalled in the Senate lace last
year, but 18 expected to be the Senate's first order of business
this session in the category of immigration, a Kennedy
spokaswoman said taday.

Both chambers were poised in Decesber to unanimously approve a
legislative preconfersnce agreement hammered out among House and
Senate lawmakers. The House barder security measure, introduced
by Judiclary Chairman Sersenbrenner and Judiclary Immigraticn
Subcommittee Chairman George Gekas, R-Pa., was approved by
unanimous consent at the end of the session. But its companion
meagure was blecked in the Senate by Appropriaticns Chairman
Byrd, who was perturbed by the White House's redection of his
request for border control funding earlier in the year. But while
that left border security as unfinished business in the Sepate,
Aouse GOP l=adership took a short cut it likely will have to
anewer for thig year: Bowing to pressure from a band of socially
conservative Republicans, House S0P leaders agreed to omit from
Ehe immigration package compramise 745{1} extension language
which would enable immigrants already residing in the country ko
pay 51,000 to stay in the United States while they await
legalizacion.

The actien alienated congressicnal Democrate - as well as the
Bugh administration, which ig a proponent of a temporary 245(i)
extengion - and set the stage for an intra-party fight that pits
the president against a factieon of the GOP which favers greater
restrictions. The Senate early in 2001 already had approved a
yearlong extension of the 245(1) program. A spokesman today said
Sensenbrenner is prepared to try and move the compromise 245§
Bill on the House floor this year. - by Pamela Barmetck

JURICTARY
Bush 5aild To Remain Vague On Immigration Heeds

Advocates for and against a more open border policy appear to
agres on at least one thing: President Bush has done an admirable
jeb in remaining politically amorphous on immigration matters, in
a way that allows him to appeal to factione on both sides. A
recent statement by Bush in which he sald he intends to make
immigration a "pricrity" this year - while failing to elaborate -
marked a familiar pattern. It ie clsar that Bush still is wooing
Hispanic voters - which insiders said Bush belisves is important
to his re-election bid in 2004. That is evidenced perhaps most
zlearly in his advocacy of a U.5.-Mexico agreement, which would
facilitate border crossing for migrant workers. But the White
House also surprised immlgration adwocatea on both sides last
waek, with its announcement that Bush'a budget this year would
seek to reverse a controversial federal law that karred legal
immigrants who arrived after 19%6 from collecting food abamps .

"What [Bush] did is not insignificant,® said a spokesman for
Rep. Luis Gutierrez, D-I11., who chalre the Conmgressiconal
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Higpanic Causus' immigration task ferce. "The president really
tock an impartant step . one that he deserves to be congratulated
for." The guesticn, he added, is whether Bush will be a vocal
advocate for such things as 245(i) reinstatesment and an immigramt
focd stamp program, of whether he will settle for the political
mileage he expects to earn with immigrants rights groups simply
by proposing the programs. The prominence the subject of
immigration reform is given in Bush's upcoming State of the Union
address thie month could provide a clue to his intentiens,
remarked one cbserver.

"The administration la key," agreed Dan Stein, executive
direction of the U.5. Federation for American Immigration Reform,
a group that essentially wants a moratorium on U.S. immigratiecn.
But he added: "ITt's hard to get a sense of the administracion‘s
poBition. President Bush is starting to ssund like a Democrat.®
That strategy "won't work, he said, because Demaocrats will always
geek to "play Santa Claus® and one-up the president, But at the
very least, Bush'a pledge on food stamps allews him Eo
distinguish himeelf from advocates of greater restricticns, such
as Rep. Tom Tancredo, E-Colo., who chaire the congrepsicnal
Immigration Reform Caucus. Tancredo, who was among those who
helped pressure Republican leaders to remove 245(i) provisions
from the House version of the border security bill laak vear,
last week accused Bush of "skeal [ing] a page from che Demecratic
playbook, * with his food stamp proposal. "Hie attempt to expand
our political base through surrendering to the Hispanis wvate is
ugually the Democrats' job. Votes can't be bought with welfare,™
Tancredo said, by Pamsala Barnect

JUDICTARY
High Court Emnde Six-Year Fight Over Prozac Drug Patent

A six-year court fight over rights to the lucrative anti-
depression drug Prozac ended today when the Supreme Court refused
to conpider reinstating drug maker Elf Lilly Co.'s pacent, the
Aspaciated Press reported. Generic versions of Prozac went on the
market shartly after a federal appeals court invalidated a Lilly
patent last year. That patent would have protected Lilly's
monopaly wntil December 2003 and brought in an estimated $4
billion in sales for the company. Lilly sued generie drug
manufacturers for patent infringement im 19%8, when the rivals
first sought FDA approval to make a generic form of Pro=ac. Barr
Laboratories Inc. and other generie drug makers claimed Lilly had
improperly double-patented Prozac ke extend its exclusive centrol
aver the drug, and the appeals court agreed. The Supreme Court
did net comment in rejecting Lilly's appeal of that ruling.
Prozgac had worldwide sales of 52.6 billion in 2000, the lase full
year that Lilly had exclusive rights to it. It was one of the
company'se best-selling druge, accounting for about one-guarker of
the company's sales.

The high court today aleo turned down a chance to =et limits
on how far the government can go te protect sndangered species.
The case the court refused to review involves shrimp found mainly
in California, but it would have affected government efforts Eo
protect all dying wildlife. An association of California builders
challenged the comstitutionality of the Endangered Species Act
and the way the government handled the classification of shrimp.
The builders group questicned the need for protection for the
shrimp, which are not sold commercially. Paul Clement, acting
galicitor general, defended the shrimp classification.
"Individual species are part of an interdependent web,® Clemsne
wrote. *The significance of a particular speciea cannot always he
easily determined at a given point in time,®

Finally, a man fired after aecretly helping the FBI
investigate an anthrax threat lost his case today. The court
turned down a chance to decide if Firet Amendment free apeech
rights cover a public employee's cooperation with law
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enforcement, even when that assistance is against the wishes of
their bosses. Sinee Sept. 11, justices have not agreed to review
a cage that directly implicates terrorism. They declined to take
this cne without comment. A judge had dismissed the man's case,
and the 10th U.5 Circult Court of Appeals aleo said the firing
wWag proper. The appeals court noted that he was not fired for
reporting the alleged threats. His continued invelvemsnt with the
investigation, after telling his boss he would no longer help the
FBI, was not free speech, the appeals court asald.

FILITICE
Republicane Te Defend More Open Seats In 2002 Races

The retirement announcementa last week of GOP Reps. James
Hansen of Utah and Joe= Skeen of Mew Mexico bring te 26 - eight
Democrats and 14 Republicans - the nusber of House membare
announcing they will not seek to return to the 108ch Congress,
leaving Republicans more than twice as many cpen seate to defend
during Wovember's midterm eloctione. The tally includes Rep.
Steve Largent, R-Okla., who will officially resign hie ssat Feb.
15 to concentrate on his run for gevernor. Republican state Rep.
John Sullivan was elected Jan. 8 to replace Largent, but cannot
be eworn in wntil Largent resigns.

Threa Democrate and nine Republicane have already announced
they will retire, including Democratic Reps. Eva Clayton of North
Caralina, Willlam Coyne of Penneylwania and Tim Roemer of
Indiana. In additien to Skeen and Hansen, Republicans planning
rebirement are House Majority Leadsr Armey, Reps. Porber Coss and
Dan Miller of Florida, Steve Horn of California, Marge Roukema of
Mew Jeraey, Bob Schaffer of Colorado and Wes Watkine af oklahoma,
House Republicans have urged Goss, whose profile as House
Intelligence Committes chalrman has risen since the Sept. 11
attacka, to reconsider hie retirement, in part te help
Republicans in Flerida redistricting,

Five Democrats and nine Republicans have declared they will
glve up their seats to pursue bids for statewide office,
Demacratic Reps. John Baldacci of Maine, Tom Barrett of
Wisconsin, Rod Blagojevich of Illinode and David Benior of
Michigan are all running for governor in their home states, whilse
Texas Rep. Hen Benteen is seeking the Democratic nod for Senate.
Republican Repa. Saxby Chamblies of Georgia, John Coocksey of
Lowisiana, Greg OGanske of Iowa, Lindsey draham of Scuth Carolina,
John Sununu of New Hampshire and John Thune of Scuth Dakota are
running for Senate. GOP Reps. Van Hilleary of Tennessee and Bobk
Riley of Alabama, as well as Largent, are vacating their seats to
run for governar.

Fedistricting played an important role in more than ane
retiremsnt decision. Coyne, Horn and Bonier all announced their
retirements after redistricting plana made clear their aeata
would be eliminated or merged, although only Horn lisced it as a
epecific factor. Chambliss and Ganske faced radically different
digtricts if they chose toe run for re-electisn. Oklahama
redistricting could drastically alter districee now held by
Largent and Watking, while Wisconsin, which loses a seak, is
likely to carve up Barretk's district., - by Mark Wegner

TEETE-E-Z-E-&—m-

FOLITICS
Bush Calls For Broader Powers To Negotiate Trade Pacts

Apparently recovered from a fainting incident that lefe him
with a scraped cheek and bruised lip, President Bush renewed his
push today for expanded trade as a cure for recession and vowed
anew Lo oppoee any repeal or delay of tax cuts enacted last year.
Bush opened a two-day, thres-state push by reiterating his
request for broader powers to negotiate trade pacts, saying, "I'm
confident we need to open up markets, not close thes dows.® Bush
pledged to fight any effort to roll back tax cute approved last
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vaar, the hssociated Press reported. *I'wve made up my mind - bhe
tax relief plan we passed, which you're now beginning to feel the
effects of, is going to be permanent,” he sald. He is traveling
this afterncon to a feed mill in Auwrcra, Mo., and Tuesday to MNew
Orleans. Senate Agriculture Chairman Harkin, who appeared with
Bush im Moline, had urged the president to make time "to meat
with farmers, rural leaders and others" whe are interested in the
new farm bill. Harkin's letter appeared to be part of a
Democratic campaign to point out that Bush officials meet with
agribusiness rather than farmers. Harkin later said that Bush has
agresd to =seb with him later this month ko discuss the farm
bill.

POLITICS
Clinton Seeking Changes Te Proposed Federal Compensation Plan
Survivaors of the Sept., 11 terrorist attacks and relatives of
Chose who disd are joining fen. Hillary Rodham Climecon, D-N.Y.,
in seeking changes to the preposed federal compensation plan, the
Apsociated Fress roported. The Sept. 11 victims Compensation Fund
wag crested as part of a 515 billicn airline rellef package
egtablisked by Congrees. IL allows families to apply far federal
money to cover loet wages, pain and suffering, as long as they
agree not to eue airlisnes and other enticles. Clinton Sunday met
with families and announced several proposed changes to
eligibility guidelinea, including eliminating a regquiremsnt that
the injured seeking compensation must have received medical
treatment by noon on Sept. 12. Familiea of those killed in the
attacks receive an immediate payment of 550,000, and those
injured get $25,000 when their applicatiecns are procesaed, The
minimum award for the families of deceased is 250,000, before
deductions. The average award is expected to be about 51.65
million. Clinten eaid the 24-hour rule showld be removed because
many vigtims could not get to a hespital until later. The Justice
Department 's deadline for writtén comments on the legislation is
Jan. 22.

CEAEe~E—E -
POLITICE
Most State Election Officials Oppose Reform Under Consideration

A majority of atate election officials eppose election reform
standards under consideration in Congress but do suppert
improvements in weting technology and machinery, according to a
purvey releassd today by the sonpartisan Electisn Reform
Information Project. "They are enthusiastic at the prospect of
federal funding for electicns, but nervoug aboub what 'strings’
might be attached," Project director Doug Chapin said. More than
70 percent of top state election efficials said they opposed
federal etandards for recruitment and training, Election Day
cperaticns and procedures, recount procedures and baller designs,
while 58 percent also said they opposed federal etandards for how
wotes are counted. But 69 percent said they did support
technology improvements, and eaid funding was the biggest
chatacle to improving electicns. Mowsver, slim majorities of
local cfticials voiced support for better training and for
procedures for counting voteg and contested slectlens. The House
passed an election reform bill in December. The Senate has yet to
approve a bill although a bipartisan group of key eenators did
unveil a bill late last year. The survey, coendusted by Princeton
Burvey Research hssociates, interviewsd the chief eslactisn
official in 36 states and in 208 counties between Oct. 16-How. 9.

—EemmrEs e eD—T—

TRANSPORTATION
America West Rirlines Meete Conditions For Loan Backing
Cagh-strapped America West Airlines sald taday it has met che
government's conditicns to receive federal backing for a 5423 0 1 030
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millicn loan, the hssociated Press reported. The deal is expected
to be eigned and the money made available by the end of the week,
the airline paid. America West is one of enly two airlinee te
apply for part of the 510 billion in loan guarantees approved by
Congress to help airlinss following the Sept. 11 terroriet
attacka. The loan guarantees essentially make the government a
ca-signer on the company'e loan. In America West's case, the
goverament would agree to pay back up co $380 million if the
airline defaults. The Air Tranaportation Stabilization Board
approved the federal aid Dee. 28, with the condition America West
provide assurancee it would keep down labor costs and give the
government the option of buying a third af the airline's stock at
4 fixed price. Under terms of the America West deal, the
government has until 2012 to purchase nearly 18.7 millien shares
at $3 apiece. 5a, for example, if the price roee te 58 a share,
the government could sell it and make a profit of about L54
milliom.

POLITICAL ROUHDUP

Caliternia. In hie first major campaign appearance of the 2002
election cycle, Rep. Gary Condit, D-Calif., reminded voters
during a Friday candidate forum of hie bipartisan style of
legislating and of hie seven terme repressnting the Ceneral
Valley's 1dth Districc. "I have been effective on vour behalf.
And I'm going to ask you something. I've helped wou. I'm asking
¥ou to help me in March,* Condit zaid, according to the Los
Angeles Timea. Cendit, pelitically damaged by his relatienship
with missing federal intern Chandra Lewy, faces oppogiticn in the
March 5 open primary from five Democrats and four Republicans.
kReconfigured after redistricting, the 18th Distriect ie reliably
Democratic, but a Condit wvictory im Ehe primary could beoast Aop
state Sen. Dick Monteith in the general election. Assemblyman
Dennis Cardoza, Condit's strongest Demccratic opponent, did noe
attend the forum, choosing to keep a previously scheduled
campaign event. According to the Times, no one raised the issus
of Condit's relationship with Levy until the end of the S0-minute
forum, when Republican Modesks City Councilman Bill Conrad raised
the issue, drawing booe frem an audience of about 150.

Michigan. Michigan Democratic Party cfficiale are launching
another effert to alter the first-in-the-nation astatus given by
party rules Co New Hampehire and Iowa in the presidential
nominating process. State party leaders aborted an earlier
effort, led by Sen. Carl Levin, to avoid a national convenrtisn
floor fight in 2000. But in a Jan., 9 letter to Democratie
National Committes members, state Demccrabtie Chairman Hark
Brawer, National Committeewsman Debbie Dingell and Lewin said
they will propose an amendment to change rulss for the 2004
cycle, the Detroit News reported. Brewer, a member of the DNC's
Rules and Bylaws Committee, will ask the pansl to adopt the
Michigan amendment Saturday. He is likely tea fail, but Brewsr and
Dingell have pledged to carry the fight te the full DNC. "Te's
worth noting that the Republican Party's rules confer no special
gtatus to the New Hampshire and Iowa contests," cheir letter
gaid. "We would Find it both ironie and embarrageing that an this
guestion, it ie cur parcy that enshrines anti-democratic
privilege in its rules.®

Ohio. Chio Republicans are conaidering the eliminakien of
Democratic Rep. James Traficant's Youngstown-based 17th Districe,
& source told the Associated Press, The state leses one of its 18
sEats through reapportionment and Democrate are expected to loge
at least cne aeat. Republicane contral redistricting and have
considered proposals affecting Democratic Repe. Sherrod Brown,
Dennis Fucinich and Tom Sawper. Traficant, whe has pleaded
innacent to racketeering, bribery and conspiracy charges, is out
of favor with House Democrats for supparting Houge Epemaker
Hagtert, but enjove a loval following within his distriet. ohio 0 1 03 1
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state Rep. Gary Cates, a Republican who chairs the Electicns and
Ethica Subcommittes, today told CongressDaily he did not know
whether Traficant's distriet would be eliminated, but paid coP
Gov. Bob Taft and party leaders could unveil a plan Wednesday.
Wnile Republicane control the process, some Democratic wotes will
be needed to &nact a law in time for the state's Feb. 21 filimg
deadline and May 7 primary. Traficant goes on trial Feh. 4. A
spokesman gaid Traficant plans to seek re-election, but would
study redistricting maps before deciding where to run.

THE FINAL WORD

"I aeked the president, 'What was so exciting?' I didn't think
it was that big of a game.*

= Sen. Tom Harkin, D-Iowa, guobed by the CQuad-city Times of
Davenport, Iowa, at the John Deere & Co. Harvester Works plant in
East Moline, I1l., where President Bush spoke the morning after
he fainted while eating pretzels and watching football. Bush was
watching the WFL playoff game betwesn the Baltimore Ravens and
the Miami Dolphins. Baltimore won the game, 20-3.
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FINBHCE
Enron Spectacle Widena, Fuels Concern Over Rebiress

AB the Enron bankruptcy scandal raises queetions owver the Bush
adminiatration's prior knowledge of the company's problems,
parallel inguiries are delving inte the company’e actions oo
retirees and may prompt action this year on how firms hapdle
employee retirement plans, business leaders acknowledged today.
"These are tough ispuesa that the Congress and the private sector
are golng to have to work out,” said Nationmal Associatien of
Manufacturers Employment Policy Director Weil Trautwein at a
briefing on the group's labor agenda for the caming year. But
anticipating an Enron-generated backlash, Trautwein cautioned
againat legislation to restrist employes ownership of company
etock. *I think thia points out that people could use some
additional help, but limits are the wrong way te go," Trautwein
said. "Getting the federal government to come in say what YOU Can
Invest in is a bad idea."

The torrent of revelatisns concerning the failed energy giant
and its connections to the Bush administracion and capital Hill
continued teoday, with confirmation that top Enron officials
sought halp from the federal govermment in obtaining relief frem
the firm's bankers. The Associated Press reported that a Treasury
Department spokeswoman confirmed that Peter Fisher,
undarsecretary for domestic finance, spoke with Enron President
Lawrence (Greg) Whalley eix or eight times in late Octaber and
=arly November. Alsc today, CMN reported that the Senate
Governmental Affairs Permanent Subcommittes an Investigations
will gend cut 51 subpoenas today for informstion on the COmMpany " &
collapae.

On employees ownership of company stock, many federal afficials
and advocates are increaasingly concerned over the affeck of
company failures on esplovess, who have fewsr rescurces and
options to recover their life's pavinge. *"We are concerned about
the vulnerability workers have with their investmenta,® AFL-CI0
Legizlative Director Bill Samusl said teday, adding it was a key
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priority for labor groups this year. A spokesman for Senate
Health, Educatien, Labor and Pensions Chalrman Kepnedy said the
commitbee would hold a hearing in early Pebruary to address the
4011k} issues raised by Enron. "We realize that there's a larger
problem cut there that needs to be addressed, " the spokesman
said, Houpe Education and the Warkforee Chairman Boshnsr has alsc
gaid he will explore the issue. & spokesman for Beoehner said a
bill Boehner passed in the Houpe last year that would make it
eapier for companies te give retirement investment adviecs to
employees would address some of the concerns being raised about
Enron. Jens. Joen Corsine, D-K.J., and Barbara Boxers, D-Calif.,
introduced a bill recently to prevent emplovees from awning more
that 20 percent of their company'e stock, an approach oppoged by
WAM, - by Rpril Fulten

EEsmsmsam-Z-E-E-

FINANCE
Faps Shown In Company's Political Contributicns

Although Enron Corp. and ita top brass pumped millions of
dollars to the Republican Party asd President Sush over the
y=ars, the embattled energy concern gave few contributions to the
mambers of Congress who may lnvestigate the fate of the firm and
its axecutives, according te a CongressgDaily analysis of
fundraising documents. In the 19%%-2000 electicn cycle, for
example, Enron did not contribute a single dollar directly to the
Fepublican and Democratic leaders of the House and Senate pansls
that plan te lead the investigation inte Enron's high-profile
collapse. The company gave 51,000 to the persecnal re-election
efforte of Senate Minoerity Leader Lottt - bubt no money to Mineriky
Whip Nicklee, Bepublican Policy Committee Chairman Larry Craig of
Tdahe, Majority Leader Daschle or Majority Whip Reid. Likewise,
Houae Speaker Hastert received just 53,500 from Encon For his
peracnal re-election effort and House Minerity Leader Gephardt
took La 1,000

AL the game time, Enrcon sarned a epot in the eoap 680 political
coptributors in 1%9% and 2000 for the first time by giving 51.1
million to national Republican Party accounts. In addition,
Houston-based Enrcn was the 12tk largest contributcr to Bush's
presidential campaign, with $114,000. The discrepancy is the
result of a fundraiaing etrategy that called for Enron to focus
on writing large checks to national and state party accounts -
while giving far less money directly to the re-election efforts
af individual membere of Congress. In 1%9%-2000, Enron and ies
exacutives gave £1.7 million in scft money donakticns ko the
political parties and just $300,000 directly to candidates.

A3 & result, Enrcn's contributions to key members of Congress
have been relatively sparse. In the last election cyele, Enran
contribuced jusk $137,.500 in regulated, hard dollara to tEhe
hundreds of lawmakers who sit on a range of congressional
committees that plan to investigate the company. including khe
House Government Reform, House Energy and Commerce, House
Financial Services, Senate Governmental Affairs, Senate Energy
and Hatural Resources, Senate Commerce and Senate Banking
committess. That is far less money than scores of other
erganizations contributed. The 527,000 that Erren gave to the
Republican membere of the House Energy and Commerce Commictes,
for example, f£ll behind 114 other asrganizations. Rep. W..J.
{Billy] Tauzin, R-La., who last year took over the Energy and
Commerce chairmanship, alone cave more money to committee
Republicans Chan Enron in 19%% and 2000,

In the first hall of 2801, Enrom's contributions ko
influential members of Congress slumped further. Acecording to
Enron's woat recent financial disclosure for the period from
January to June 2401, the company did not esatribute to the
perscnal re-election efforts of Hastert, Gephard:t, Lott or
Dagchle. At the same time, the cosmpany contributed just 512,000
toe the members af the seven congressional pamiels that plan to
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look into it financial dealings. Republicans on the House Energy
and Commerce Committee received just 3,500 from the company in
the firat six months of 2001. That is less, for example, than the
Wostern Peanut Orowers Resoclation and 314 other pelitical
organizationg handed out.

Enron's contributions to congresaional leadership PACE and oo-
called nonfederal 527 accounts aleo slowed in 2001. In Hevember
2001, Enron contributed £5,000 to Lott's leadership PAC and
52,500 to House Ruleg Chairman Dreler's leadership PAC., Earlier
in the year, Enron contributed %$2,500 each ta the leaderehip PACS
of Hastert, Armey, Tauzin and Chief Deputy Majoricy Whip Roy
Blunt, E-Mo. The company alsc made a 35,000 contributicn in
September to the moderate MNew Democrat Hetwark and a $10,000
contributicon mid-year to the conservative GOPAT, which asaists
ncnfederal GOP candidates. - by Brody Mullins and Charlie
Miktehell

WHITE HAUSE
Bush Returns To Domestic Issues, Signs Brownfields Bill

Calling it the most important envirensental legislation
produced by Congress last year, President Bush today signed the
gmall Business Liability Relief and Brownfislds Revitalizatien
ACC at an appearance in Conshohocken, Pa, The legislation
provides funding for brownfields cleanup while protecting small
businesses from certain types of liabiliry related to the aites.
Bacause cleaning up brownfislds can provide new areaa For
development, Bush touted the legislation as a type of jobs bill
that couwld also help provide a solutiosn far urban Bprawl. Bush
gaid this bill - and the education legislation he signed sarlier
this week - marks an increase in his foous on deomeseic issues,
even aB he continues to wage the fight againat terrariem.

The preaident noted hiz FY01 budget will call fer Congress to
more than double EFA spending on brownfields rewvitalization, from
38 million to $200 million. The budget also includes %28 million
for urban development and brownfields cleanup by HUD, the White
House sald today. The president was introduced with lavish praige
by EPA Administrator Whitman, who called Bush *ome of hmerica's
greatest environmentalists." Bush returned the cospliment, saying
Whitman ie "going to go down as one of the best selections® he
mads for hie Cabinet. Barlier this vear, Whitman's future with
the administration appeared somewhat clouded whepn Bush rewersed &
campaign position and sald he would not seek mandatory limite sn
carbon dicxide emissione, even though Whitman had assured
Burcpean officials he would. Meanwhile, Bush Thursday signed the
two remaining FY02Q appropriations bill, the Labor-HHS spending
bill and the Foreign Operaticns appropriaciens bill, GMB
officialas said., - by Xeith Koffler

BERICULTURE
REejection Of Farm Group's Cuba Trip Spurs Travel Debate
Waehington's Cuba watchers were busy this week assessing the
Treasury Department's rejecticn of an application by a high-
rrofile group organized by the Parm Foundabtion, an Tllincls think
tank, to travel to the island. At igsus were guestions about
whether the agency's rejectlon of the application last week wag a
bureaucratic snafu or an Indication the Bush administration is
tightening up on farm greups going to Cuba. The move resulted in
adverse publicity for the Bush administration in rural Areas,
where the issue of expanding Cuba trade ism hot. The rejeckion of
the Farm Foundation's application puzzled farm leadere because
Agriculture Secretary Veneman, Agriculture Deputy Secretary James
Mogeley and Undersecretary for Farm and Foreign Agricultural
Services J.B. Penn all served on the Farm Foundation board before
realgning to take their USDA positions, Veneman told reporters
lagt year that her contacts with the Farm Foundarien were her
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greatest source of appolntees at USDA, American Farm Bureauw
Federatien President Bob Stallman, who sits on the Farm
Foundation board, said this week he was "disappointed a gEoUR
like the Farm Foundation ean't go to Cuba" and was particularly
disturbed that the rejection came on Jan. 3, cnly five daye
oefore Che group was scheduled co leave.

Former Agriculture Secretary Glickman, a member of the Farm
Foundation board who wae supposed to be a part of the delegation,
initially joked to CongressDaily that Treasury rejected the
application because "they think we're a bunch of
revolutionaries. ™ But Jlickman guickly added that the rejection
"waf a little more complex™ than the Bush administra=isn
rejecting the application bto appease Cuban American voters.
Glickman said the Farm Foundation may not have engaged in *encugh
advance planning in the licensing procese.” Buk Glickman aleo
added, "The government didn't show the flewibility it needed te
work through the isaue" and "could have helped the group" improve
its application,

John Kawulich, president of the New York-based U,%. Cuba Trade
and Economic Coungil, a pre-trade group, said, *I don't think
anycne should say this is the Bush administration sending a
signal.® But Farm Poundation President Walt Armbruster sszid in a
telephone interview from Flerida, where the group that was headed
for Cuba was holding a meeting, that he *can't tell" whether the
rejection was the result of an application preblem or a political
statement. Armbruster salid Treasury officials teld him they
rejected the applicarion because there were toe many spouses, the
agenda was too "unfocused" and had no strategy for making a
direct sale. But Armbruster said including spouses in trips is
narmal Farm Foundation procedure amnd that "the criteria are not
real clear® for the applications. Armbruster =aid some USDR
officials and senators and House members tried to intervene with
Treasury, but that he never sought Vensman's help and that he
discussed the matter only with Treasury civil servants, not
political appointees. A USDA spokeewoman said while the ageney
called to check the status of the Farm Foundatieon's request, no
usDR official acted on the group's behalf. Sen. Byron Dorgan, O-
BH.D., said the Parm Foundation rejecticn im procf *the
administration is tightening restricticns on travel to Cuba® and
"demonatrates how absurd the policy is." Treasury Secretary
O'Neill, Dorgan said, told him Treasury ie "mot actually doing
anything different, but the evidence suggests they are." - by
Jerry Hagstrom

ENVIROMMENT
¥Yucca Mountain Decision Heading For Capitel Hill Battle

he Nevada officiale this week began coneldering their options
for staving off a nuclear waste repository at arid Yueea
Mountain, Congress emerged as the likely key pressure point in
the battle. "We're checking into all parliamentarcy opbicneg, ” Sen.
Johtt Ensign, R-Wev,, an opponent of the waste site, told the Lae
Wegas Sun. Energy Secretary Abraham Thureday designated the
Hevada site as the government's choice for permanent stcrage of
high-level radigactive waste from weapone plants and nuclear
power stations. But Abraham'e designation is not the final word,
triggering a seguence of regulatory and political steps that
wagte Loes said could derail the plan. After notifying GOF Nevada
Gov. Kenny Guinn of his decisien on Thuraday, Abraham must wait
30 days to notify President Bush of his decieion. Bush then hae
an indefinite pericd to ratify Abraham’s decision. If he does,
Guinn is given &0 days under law te veto the designation, If
Guinn exerciees his veto, the issue goes to Congress. The Sun
raporied today that Guinn Thursday told Abraham thac "I was
damned disappointed in his decision and he was to expect my
veto, ™

If Guinn sends the issue to Congresa, as expected, the twe
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chambers must act is 90 days to allow Ehe waste plan to move
forward, or else it would be dead., Ensign would join a Democratic
leadership opposed to the dump. Quinn said lawyers hired by the
Etate are researching whether Senate Majority Leader Daschle, an
avowed opponent of storing nuclear waste at ¥ucoa, hag the
authority to pigeonhole the issue - an issue that could end up in
court, the Sun reported. However, if it comes to a vete, Senate
Majority whip Reid fears senators would back Bush. "Right new,
the cdds are we can't get 51 wotes," REeid said at a Las Yegas
news conlerence, the Las Vegas Eeview-Journal reparted. Even if
the program won congressional approval, it then must recelve
adeguate funding. Reld now is chairman of Che Senate Enexrgy and
Water Appropriations Subcommittee, where money Eoar the waste
program would need te win approval.

Meanwhile, both Democratic and Republican politicians im
Hevada said the fallout from the issue could hurt Ehe GOPF in the
state, the Review-Journal reported today. "Overall, this is bad
newe for the Republican Party,® said Clark County Commissicner
Myrna Williams, a Democrat. Independent sources expected Eome
adverse impact on the GOP. "This might have happened if Al Gore
had been elected preasident, but the fact of the matter is, it ie
happening on George W.'s watch," Ted Jelen, University of Nevada
political science chafrman, told the newspaper.

ECOHOMY
Ford Cuts 35,000 Jobke, Closes 5 Plants, Drops 4 Vehicles

Ford Motcr Co. plans to gut 35,000 jobs worldwide, close five
planta and eliminate four vehiecles in a massive restructuring
that ita chief executive called a "painful, buk necessary” effort
to return the world's second biggest automaker to profitability,
the Asscclated Press reported. "We strayed from what gob us to
the top of the mountain, and it cost us greatly,* chief executive
William Clay Ford Jr. said veday from company headguarters in
announcing the plan. The job cuts amount to abouk 10 percent of
ites averall work force and include 22,000 in North America. The
plants to be closed are in Edison, W.J., and Oakville, oOntario,
by 2004; Brook Park, Ohio, near Cleveland in either 2003 or 2004
Hazelwood, Mo.. near St. Louls by an undetermined dacs; and
Vulcan Forge in Dearborn, Mich., as soon as peesible. Vehicles to
be dropped are the Ford Escort, Mercury Cougar, Mercury villager
and Lincoln Continental. Ford said it was taking a 54,1 billion,
one-time charge againet earnings to pay for iks plan. The plan
alsc includes the suspension of bonuses for company managers and
the elimination of 401{(k] matching contributions for employees.
Ford employs approximately 345,000 pecple worldwide, including
170,000 in Merth America. On Wall Street teday, at 2 p.m., the
HASDAD had fallen 23 points to 2,023.32 and the Dow Jones
Industrial Average slid 51 points to 10,016.5%. In merning
trading on the New York Stock Exchange, Ford shares were up 9
canta at £15_38.

Meanwhile, wholesale prices, led by a sharp drop in energy
costs, fell by 0.7 percent in December, helping to make 2001 the
famaat year Ler inflation at che producer level since 198&. The
Labor Department's producer price index, which measures price
pressures before they reach consumers, fall by 1.8 percent for
all of last year, the biggeat annual decline since 1586, when
wholegale prices dropped by 2.3 percent, the government reported
today. That marked a big improvement from the 3.6 percent
increage in wholesale prices registered in 2000.

Federal Reserve Chairman Greenepan said today that there were
scattered hopeful signe that the recession could be ending, but
he warned that the American econsmy still faces "significant
risks." Greenspan, making his first public comments on the
economy since the Fed last cub interest rates en Dec. 11, said
there are “tentative indicatisns* thar the scanomic slump could

be drawing to a close, but he said those pignals at present are
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far fram conclusive.

HOUZE RACES
Segalona’ Old District Site Of A Spirited Texas Showdawn

Texas rediatricting put more Republicans into GOP Rep. Pete
S@ssions' Sth Diskrieck, but his decielon to abandon the
previously marginal diptrict for 2 safer ssat has Democratse
clogely watching a competitive GOP primary. "¥You're going Eo have
either & no-name Republican or a guy with a lot of money," said
Texas Democratic comsultant BEd Martin. Republicans enjey a 61-1%
percent advantage in the new 5th District, which had picked up
aoP-leaning voters in Dallas County but atill has Democratic
votera in 10 mostly rural counties between Dallas and Houstom.
Instead of runming in the reconfigured Sch Districr, Sessions has
filed for the more Republican and compact Dallas-based 3Znd
Digtrict - one of two new seats Republicans will pick up through
redistricting. Five Republicans have filad o rus is Ehe March 13
primary, but the race appears to be between millicnaire attorney
Fhil Sudan, who unsuccessfully challenged Democrabic Rep. ¥en
Bantaen in 2000, and businesaman Jeb Hensarling, a top political
aide to GOP Sen. Phil dramm who has never run for political
olifice.

Hensarling, a businesaman who once served as Natiomal
Republican Senatorial Committes executive director, claims strong
tigs to the dietrict, esolid GOP credentials and support from
dramm and other party leaders. Heither candidate beglns the race
with high wiaibility and Bensarling acknowledgee that Sudan's
personal wealth cauld be an advantage in the short primary
ggason. Sudan spent a cumsulative $3 million im ehe 2000 race
againat Bentsen, who represents a Houston-based district. Sudan
filed to run for the Dallas-based Sth Distriet in time for the
Jan. 2 deadline after a potential GOP primary rival opted to run
eleewhere. Hensarling - campaigning on domestic security, the
economy, education and rural development - gquipped he would be
happy to introduce Sudan to the district. “Onoce he gets here, I'm
cartainly happy to give him a roadmap to Houston,® he said.

Eut Sudan said voters are concerned about philosophy and
record, mot gecgraphy. "I won a contested Republican primary. I
defeated a so-called Republican woderate,” Sudan eaid of hig 2000
primary. Sudan ia campaigning on tax reform and eecurity issues,
cppcees abortion and supportse gun ownership rights. He said would
"put up a substantial amount of my own money, " but declined to
Bay how much. The GOF nomines will likely facse Democrat Ron
Chapman, a former Dallas County appellate judge who has been on
the Dallas County ballot aince 1578 and shares the name of a
popular Dallag radic peresonalirty. Democrats unsuccessfully ascught
Lo recruit state Sen., David Cain, but describe Chapman a8 a
promising candidate who could benefit £rom a strong Democratiso
turnout in Senate and gubernatorial races. Chapman, who hopee te
raize at least 51 million and is backed by Rep. Martinm Frost, D-
Texas, describes himself as a loyal Demoorat who can work wikh
BEepublicans te address the war and econcmic issues, "The general
feeling I get is that Chere is a lot of dissatisfaction with the
partisan bickering,” he sald. - by Mark Wegner

EE-E-E-E - - -

FOLITICS

Bush Signs Recess Bppointments For Reich, Scalia

Circumventing Senate opposition, President Bush signed recesa
asppaintments today [or conservatives Otto Reich and Bugene
Scalia. The White House gave Congress formal notification of the
long-threatened appointments sarly today. By exercisipng his
execubive authority while Congress is in recess, Reich and Scalia
will be allowed te serve until Congresa recesses again at the end
of the ysar. Bush named Reich assistant secretary of State for
Latin America, the top diplomatic post for the region that Bush
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made hia primary fereign relations pricrity before the war an
terrerism consumed his €irst year in office, Scalia, the san of
Supreme Court Justice Antanin Scalia, now assumes the post of
Labor Department solicitor, for which Bush nominated him geveral
manthe ago.

POLITICE
Reform Council Reaffirms Support For Stripping Amtrak Of Tracks,
Stations

Holding what may be thelr last mesting, membere of the
advisory Amtrak Reform Council today reaffirmed theis support for
stripping the financially troubled railroad of the ktracks and
stations it owns, but etill must decide whether and how to open
Lrain operations to competition. The Council, which will deliver
its recommendations to Congress Feb. 7, was holding a daylong
meeting today. Two of the three reform opticns would aboliah
Amtrak's monocpaly on lntereity rail crawvel by introducing
competition for some or all routes, The other option would keep
rail cperation under a federal carrier, which could be Amtrak, or
a geries of regional carriers. The Wational hssociation of
Rallroad Paseengers said Thureday that recommendatioma te
separate Amtrak from its nonrail aseete "bear a disturbing
gimilarity to the esarly steps in the process that led to
Britain'e current railway crisis."

ENVIRCOHMENT
Allard Urges Whitman Te Delay Transfer, Restructuring Of EPA'as
ombudaman

Sen. Wayne Allard, R-Cole., is asking EPA Administrator
Whitman to delay a transfer and reatructuring of EPA'as ombudsman
until Congress reviews the decision. In March, allard and Idaho
GOP Sens. Larry Cralg and Mike Crapo introduced legislation ta
make the Office of the Owbudsman independent. However, Whitmas
plans to officially move the ombudeman, Robert Martin, inte the
EPh Inspector General's office next week. The change had been
recommended in a GAQ repart. Allard is concerned the change will
cost the ombudsman his independence, which is key te his job. 9n
Tuesday, Allard wrote Whitman to reiterate the reguest. Tn
addition to the letter, Allard also talked with Whitman over Ehe
phone last week seeking the delay. M=anwhile, Martin Thursday
filed a lawsuit to prevent the reshuffling of his office, saying
it would weaken hie independence within Ehe agency, the
Asscoiated Press reported., The watchdog group Government
Accountability Project joined Martin in the laweuie,

TETE TSN -

POLITICS
Lieberman To Deliver Foreign Policy Address Monday

Sen. Joseph Lieberman, D-Conn., plane te deliver a forelgn
policy address Monday at Gecrgetown Universiey. Lieberman ia
returning from a congressional delegation te Central Asia, whieh
included stops in Afghanistan and Pakistan. Lieberman’s speech
com@E on the heels of a gpeech last Friday by Majority Leader
Caschle criticizing the administraticon's econcmiec policy.
According to Lieberman's office, his spesch will be a major
address cutlining Lieberman's vielon for winning the war an
terroriam.

POLITICS
Poll Finds Support For Reforming The Postal Service
The Direct Marketing Association - the leading trade group for
the direct-mail industry - released a naticnal poll wWednesday
that indicates support for reforming the U.5. Postal Service.
When asked, "Do you believe that solving the problems of the U.S. 0 1 039
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Postal Service should be a high priority of Congress?® 55 percent
agreed and 42 percent disagreed. When asked whether respondents
favored “"legislation that will giwe the U.5. Postal Service the
flexibility and tools it needs to reform and improve ite
operations, ® 73 percent agreed and eonly 15 percent disagreed. The
poll of 1,005 adulte wae conducted from last Thursday through
Sunday by Opinion BReasearch Corp. The DMA and ather groups have
been working with the Postal Service for several years to paas
compromise legiglaticn that changes the way the USRS is
gtructured and operatves.

POLITICS
HRLCC Hires Three MNew Campaign Strategists

Gearing up for this November's midterm electlcona, the Hatienal
Republican Congressional Committes anncunced today it has hired
three new campaign strategiste, including a deputy pelitieal
director. The committee hired ZSeatt Douglas, formerly a regicnal
field director for the Bush presidential campaign and a depucy
chief of ataff at FEMA. Douglas worked at the NRCC from 1994-9%,
perving as deputy executive director., The committee alse hired
Ted Christian and Andrea Horton as two new field representatives
to track regiomal House races. Christian formerly served as
executive director of the Wew Jersey Republican Party, Hortom, &
consultant with the Texas firm Oleen, Delisi & Shuvalov, hae
gerved in the presa shop of Texas Attorney General John Cormyn.

THE FIHAL WORED

" [Tlhat piece of garbage .*

- Las Vegaa Mayor Oscar Goodman, guoted in the Las Vegas
Review-Journal today, characterizing Energy Secretary Abraham
Iollawing Abraham's official desigpation of a site at Yuocoa
Mountain, Hew., 30 miles from Las Vegas, as the nation's nuclear
waste repository. Goodman said he would marshal mayors from
eities at nuclear waste shipping points across the nation ta help
fight the waste plan.
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Bubject: Natfional Journal's CongressDaily - Thursday, January 10, 2002

Mational Journal's CongressDaily
Iseue date: Januwary 10, 2002

WHITE HOUSE
White House Urges Honpartisan Investigatissn O©f Bnren

The White House today bad tough words for congressional
investigatora readying probes into the bankruptoy of former
energy Jiant Enron, warning lawmakers te stesr clear of
"partisan® activities targeting Republicans and urging them eo
focus inatead on the circumstances aurrcunding the company'a
failure, "T chink people neesd to remember that the American
people are sleck and tired of partisan witch hunts and endless
investigations, * White HMouse Frese Secretary Ari Fleischer said
today. "Enron gave hundreds of thousasds of dellars ko
Democrats, * he noted. "If Congress instead focuses an
partisanship and focusea on blame of one party, then Conoress
will not serve the country well," Fleigcher said, ealling Enron's
fall an opportunity for legislators to devise new palicies to
avoid repeat acte by other companies, Flelscher refused to aay
specifically whether it would be proper for Congress to look into
dirsct contacts betwsen Enron and administraticn officiale. Enron
Chairman and CEC Kenneth Lay and his company together have been
amang President Bush's most genercus benefactors, but Lay and
Enron have also donated significant sums to other Republicans and
to Democracs.

Fleischer revealed that Lay contacted both Treasury Secretary
O'Heil]l and Commerce Secretary Evans last fall about BEnron's
financial situation. MNeither 0'Neill nor Evans told the president
of Lay's contacts with them. Bush, in fact, only found out today,
Fleischer said. Bush first heard about Enron's collapse last
fall, when it become evident to the general publie, Fleischer
indicated. The president said today at the White House that he
had never diecussed Enron'e finances with Lay, adding that he had
last seen Lay last epring. Lay last fall teld 0'NWeill of concerns
that Enron would not be able to meet its obligations and that the

company e declining fertunea could adversely impact the energy
sector. O'Neill asked a deputy to look into the matter and D 10‘42
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concluded the problem waes isalated to Enron, according to
Flelscher. Lay told Evane that he was "having problems with his
bond rating and was worried about ita impact on the snergy
gector, " Fleischer said. Evans spoke with 0'Neill and the tws
agreed no action showld be taksn "to intervene® with Enron's
bondholdera, according to Fleischer. At presstime, CHN reported
that Attorney General Aschroft had recused himeelf fram playing
any role in the Jugtice Department's investigation.

Regponding to what he sald waes a "wave of bankrupbeiss, ™ Bush
today ordersd 0'Neill, Evans and Labor Secretary Chac to convene
a4 working group to investigate rulee and regulations governing
penelons. The group will "eses up with recommendations® on how to
"reform the system toe make sure that people are not expoged to
losing their life savings as a result of bankruptoy," Bush said.
hnd in a wove he gaid was a direct result of the Enron collapse,
Bush said 0'Heill, ehe SEC, the Federal Reserwve and the Cammadity
Fubures Trading Commission would analyze corporate diegclosure
rules in order to protect stockholders in the future. - by Heith
Koffler

BUDGET
Spratt Urges Bush To Convene Ancther Budget Summit

House Budget ranking member John Spract, D-5.¢., today offered
a4 glocay economic budger ferscast for FYo0d, and called for the
administration to convene a budget summit to put the nation on a
gound fiscal course. "We need to come together and try to settle
our differencea arcund Che sam= table," he gaid. Spratt gaid a
madel for the talks could be eha 1957 negotiatieons under former
Preaident Clinton that led te a series of budget surpluses. "If
we could have another negotiaticn like that, I think it could hbe
useful,* saild Spratt, who also pointed to the 19390 budget deal,
when President Bush's father reluctantly agresd to raise caxes -
alispating congervatives and, some argue, triggering Bush's
defeat te Clinton in 1992. "He can take a page from his father's
eXperience, " said Spratt, “"and hope it dossn't cost him what it
coBt his dad. But his dad did the right thing.* The White House
today responded coolly o Sprakt's sugogestion. Whike House Pross
Secretary Ari Fleischer =aid consideration of the budget by its
rolevant congressional committees is "the best procese. ®

Spratt also tried to explalin why once rosy budget surplus
forecasts have gone scuth ever the course of one year. Spratt
estimated FY02 will produce a deficit of §17% billisn when Social
Security and Medicare funds are excluded, and said the £1.3
trillion fax cut passed last year was Che predominant factor,
House Republican Conference Chairman J.C. Watts of Oklahoma this
afternoon countered with a statement defending the COPF tax cub.
"Both the House and Senate Budget committees have concluded the
current budget asituation is a result of the war on terrorism asd
the receseicn - not tax relief," Watts said. "If it waen't far
the Republican-led ipitiative te give Americans more of Lheir
money back, we'd probably be deepsr in recession than we are
today . "

Spraktt said Congress was sure to extend expiring tax
provisions and addrese the alternative minimum tax, adding
hundreds of billiona te the tab. &nd, he noted, last year's tax
bill is set to expire in the 10th year, sometking a future
Congress would not ke likely to allow. Further spending on
defense and homeland security will only add te the problem,
leading to on-budget deficits in the short term - and poesibly in
the ocut years if economic assumptions change. "We've got a
prablem,® he said. But Spratt declined to say that elements of
the tax cut sheould be repealed, saying the administratisn should
come up with sslutions. "We think that they have the first mowe,"
he said.

Meanwhile, inapired by signals that the White House will
continue to push for an economic stimulus package, business
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lobbyiets have decided to keep the Tax Relief Coalitien cperating
this year. The TRC was founded initially ko push for passage of
Bush'a 2001 tax cut and later threw its weight behind making
these cuts permanent and enacting an economic stimulus plan. A
gource close to the group said the crganization in 2002 would
focus on protectimg the tax cuts scheduled to take effect in
upcoming yedre, supperting a renewed administration push fer an
econcmic atimulus bill and making permanent the tax cute enackted
last year. "We can't fight this like the Korean War, whers they
get Cto come south but we can't go north," che TRC source said.
"In order to praotect the tax cuts [enacted last year], we have ta
fight for permanence." Sourcee said the management committee for
the TAC, which includes ewver 1,000 business groups, will meet
today to ratify the decision te stay in business. The Haticnal
Association of Wholesaler-Distributors, the U.5., Chamber of
Commerce and the Mational Apsociatisn af Manufacturers are amcng
Lhe leaders of the TRC. - by Gecff Earle and charlis Mitchell

—E-E-EmmE—mTTeT e

FINANCE
Bankers, Realtors Sgquare Off On Real Estate Brokerage

The American Bankers Associabtlon is salling on lte members to
regpond to the Naticnal hssociation of Realtars, which hag
launched a vigorous campaign to stamp out a pivotal federal
rulemaking pupported by banks. The rule, pending before the
Treasury Department and the Pederal Reserve, would allow
tinancial holding companies and natiocnal bank subsidiaries te
engage in real estate brokerage activities - an ackion that WAR
President Martin Bdwards has said would meanm "the markek will
soon be dominated by a smattering of large banking conglomerates
whose primary goal is to crose-sell wvarious financial products,
not to put pecple in homes and commercial propertiss." He addesd
that the end result "will be fewer choices for consumers, higher
Teea and less competitive leans." The NAR turned up the heat last
year, enlisting House and Senate lawmakers to introduce
bipartisan bills te preclude any such federal actien. The group
also blanketed Capitol Hill and the white House with protest
lecters. And in December, House Energy and Commerce Chairman
Tauzin fired a letter off to the Fed and Treasury, asking whether
they had fully considered the implicaticns of the proposal -
including whether banka® real estate brokerage tranmsactions would
become subject to federal privacy rules.

But the ABA is returning Lire. "As an industry, mast bankers
haven't exactly been banging their shoes on the table sver real
eEtate brokerage powers," sald ABA Fresident Jim Smith in a memo
Wednesday to his member company CED8. *Some of you have weitten
your members of Congress and have encouraged your employvess to
write. Many haven't. Fredicting the future is a tricky business.®
Smith continued: "The banker who knows what's going to happen
dewn the road ie the lucky fellow who always buys low and pgells
high, has never made & loan that wasn't repaid., and always wins
the Superbowl pools. The rest of us have to hedge aur bets. And
we're running out of time to do that." Showld the MAR succeed in
Fagalng legislation to block naticnal bankes from offering real
estate brokerage and property management services, *that option
will be closed - permanently - meaning one less way to remain
competitive," Smith added,

A form letter supplied by the ABA urges legislatare te oppose
the HAR-backed bille. The letter Bays: "The MAR is telling
Congress that lending and real estate brokerage den't mix. That'e
pretty irgnie, because many real estate brokerages already
provide one-stop shepping, including mortgage lending and
insurance. It seeme to me that the only purpose of thess bills is
Lo proteck NAR members from the kind of healthy, wigorous
competition that consumere deserve. In one fell swoop, [the
pending bills) would limit the choices available to conaumers,
protect one industry over another, and digcriminate against banks
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and their employeee who simply want to compete on an equal
footing and serve their customers in the best possible way.®
House Financial Services Chailrman Oxley has taken pains to remain
publicly neutral on the iseue. At a May hearing en the subject,
he acknowledged the concerns of the rule's detractors, but alas
emphasized the importance of industry competition. - by Pamela
Barnett

TRADE
fld For Displaced Workers May Becoms Bargaining Chip

House Democcrateé who were unsuccessful in expanding trade
adjustment asplatance last year are locking to the expected
conference on the bill to renew presidential trade negotiating
duthority as a second chance to accemplish their goal, according
to industry and congressional sources, Hational Journal's
Technolegy Daily reported. The TAR program prevides sconomic
agelstance for displaced workers and companies, but it expired ac
the end of 2001, Late last year, the Senate Finance Committbes
approved a bill to extend and reform the program, and that
propasal could be included in trade negetiating authoricy
legiglation, formerly known as fast track, during the debate
expected to take place this vear in the Senats, Kajority Leader
Daschle last Friday said he expecte to have that debate early
Lhis year, although ke did not commit to a specific date. In thac
major economic speech, Daschle said: "As part of our
censideration of fast track, Senste Democrate are prepasing ©o
expand Trade Adjustment Assistance. We belisve that we should
expand assistance to all workers who are hurt by glebal
producelisn shiftg. "

The Senate TAA measure is similar to a House bill introduced
by Democratic Reps. hmna Eshoo of Califsarnia and Ken Bentaen of
Texas, who were among the leading advecates of a more generous
worker assigtance package in sxchange for their swpport of trade
negotiating legislaticn. Ultimately, they failed and the House
papsed its version of trade negotiating autharity by one vote,
and without the support of eraditicnally trade-friendly Democrats
like Eahoo. If the Senate adds the trade adjustment assistance
language to its trade negotiating authority bill, the issue
likely will becoms a bargaining chip in the confersnce with the
Houee and could booet House Democratie svpport for a final Bill,
several sources said. - by Bara Vaids

AGRICULTURE
Farm Bursau Ee-Elects Stallman, Pushes For Farm Bill

REND, Mew. - Delegates to the American Farm Bureau Federabion
convention today unanimously re-elected Bob Stallman, a Texas
rice praducer, for a second term ag president. The electisn
appears to affirm aupport for the hardline positon Stallman tesk
last year favoring quick passage of a new farm bill, a stand some
Eepublican senators eaw as siding with Demesrats. A Farm Bureay
lobbyist noted the delegates also kept the same farm bill policy
propoeale they adopted last year. The group also passed an
increase in the duss the state bureaus pay to the natianal
clfice. Dave Meacham, vice president of the Hevada Farm Bureas
gald he supported the increase because "You all know we have
[Senate Majority Whip] Harry Reid. We've got to have another
lobbyist or two back in Washingten to paddle him.®

At a news conference Wedneeday, Stallman pointed out delegaten
reaffirmed Farm Bureau's support for maintalning direct Freedom
to Farm payments, raising loan rates, establishing a
countercyclical income support program for farmers, and re-
establishing the Hortheast Dairy Compact as well as creakbing a
Southern dairy compact. Stallman alsc said delegates support a
prohibition on packer ownership of animals te be slaughtered and
added that meat with a U.2. label should come from "animals bern, 01 045
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raised and slaughtered in the Usiked States." Stallman said the
decline in the U.3. sheep industry alsc shows the need for a new
lamb promotion program. Stallman said he thinks the Farm Buresau's
pelicies are "good with respect to going inte a [World Trade
Organization] round" because the United Stcates should not
"unilaterally disarm® and should not *reduce our domegbic
BUppCOrte below where our cap i until we go into negetlations.®

Meanwhile, farm earnings will drop nearly 20 percent this year
without a boost in government payments to grain and cotton
operations, the Agriculture Department said today. In ite firae
economic forecaat for 2002, USDA estimated nes farm income &t
§40.6 billion, down from $49.3% billion in 2001. That asgumesg that
Congress will not provide farmers with anokher round of
supplemental assistance thie year, something lawmakers hawve done
for each of the last four years since a collapse in coemodity
prices in 1958, the Rssociated Press reported. Last vear, farmers
received 521.1 billien in federal assistance, including §9.1
bBillion in supplemsental payments. - by Jerry Hagstrom

ENVIRDNMENT
Abraham Chooses Yucca Mountain As Burial Site For Nuclear Waste
Energy Secretary Abraham today chose Yucca Mountaln in Hewvada
to be the nation's burial site for thousands of tons of high-
level nuclear waste, the Asscciated Press reported. Abraham
concluded the site 80 miles northwest of Las Vegas was
"scientifically sound and suitable® as a repositery for highly
radicactive used reactor fuel now kept at commercial reactors in
31 atates, a department spokesman paid. A final administratian
decision will be up to Preaident Bush, who has championed the
nesd for a central disposal site for the waste and ip expected to
seek a federal license for the site in the coming montha. In
anticipation of the announcement, House Energy and Commerce
member Edward Markey, D-Mass., said in a statement, "Sadly,
today's decision by Secretary Abraham to select Yucca Mountain to
be the nation'e permanent waste repositery is based on politics,
not sound scincg.™

LI T T I e

DEFENSE
Bush Signs FY02! Defense Appropriations Bill

Pregident Bush this afterncon signed the FY02 Defense
appropriations bill containing $317 billion for defense
operations and 520 billien for anti-terroriem ackivities and
recovery from Sept. 11's terrorist attacks. White House Presa
Secretary Ari Fleischer said the bill "gives our military the
maney they need to fight the war now." The anti-terrorism package
provided less for the Pentagon than Bush wanted, but more for
domestic aecurity and Mew York, Virginia and other communitiss
whare the terrarists struck.

ENVIEDHMENT
Adminietratien To Propose Spending Increase For Cleaning
Brownfields

The Bush administration will propose doubling spending next
year on cleaning up akandoned industrial gites in urban areas,
EPR Adminiastrator Whitman said etoday. Whitman sald the
administration’'s FY03 budget proposal will seek $102 million more
than the 598 million Congress appropriated thie year for cleaning
up so-called brownfielda, "This is something Congresc was trying
to get for 10 years, " Whitman told the Asscciated Press. "The
prosident mads a commitment and we're trying to get it done. "
tongres2 im December approved a five-year program awarding up te
5250 million a year to state and local governments and Indian
tribes for cleaning up some 450,000 polluted industrial sitea.
Pregident Bush plans to sign that legislaticn Priday. 0 1 046
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LOBRYING
House Rescurces Committee Staffer To Join Lee & Smith

Just two days after House Rescurces Chalrman Hansen announced
he will retire next year, Allen Freemyer, chief of stcaff for the
committee, said today he is leaving the panel ke join Lee &
Emith, a lobby shop which represents developers and Utah State
Univereity. Freemyer., a Utah native, plans to leave Feb, 1.
Elpewhere, Christi Harlan, former communications directar for the
Fenate Banking Committee under former Banking Chairman dramm, hag
been named director of the SEC's Offies of Poblic Affaira. Harlan
most recently served as director of exesrnal affaire at the
Faderal Emergency Management Agency. Prior to jeining the Banking
Committee stalff, which she leftr laet year, Harlan spent 20 years
A5 B reporker.

=D -E-E-E .-

POLITICS
Supunu Leada Smith In N.H. Primary Matchup Accarding To Poll

For the firat time, a poll shows Republican Rep. John Sumunu
leading Sen. Bob Smith in their New Hampshire primary matchup. An
American Research Group poll conducted last Wednesday threugh
Saturday shows Sununu leading Smith 51-27 percent. That is a
dramatic change from previous ARG polls, which showed Smith
leading Sununu 47-3% percent in November, after having widened
hiz 47-41 percent lead in October. The new results showed Sununu
did not gain so much as Smith lost ground, with 22 percent of
voters gaying they were undecided. Previous polls ehowed 14
percent or fewer undecided. The new poll of €00 likely Republican
primary voters has a 4 point error margin., ARZ polilster Dick
Bennett said the reversal reflects the fact that primary votere
are now refocusing on issues such as the ecanomy, education and
health care.

THE FINAL WCORD

"Fiven the recent swirl of events, I hardly chink it would be
appropriate for me to ccmment en how sexy the media is."

- White House Frese Secretary Ari Fleischer, responding
jokingly to a reporter's guestion Wednesday about how the White
House felt about descriptions of Defense Secretary Rumsfeld as
bhe media star of the year. "He's my herc when it ceses to how to
handle the press, I'l1l tell weu that," Fleischer added.
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Revesz, Paul

From: Farrell, Paula

Sent: Monday, January 14, 2002 5.02 PM

Ta: Aikins, Preston Jr

Ce: Ravasz, Paul; Oster, Karan

Subject: FW: Mational Journal's CongressDaily - Thursdey, January 10, 2002
——Omngmal Message——

From: Knack, Ehizabeth

Sent: Thursday, January 10, 2000 3:35 PM

To: Ellis, Dina; Farrell, Paula; Hart, Susan; O'Brien, Michael

Bubject: FW: National Journal's CongressDaily - Thursday, January 10,
2(W02

——Orgmal Message—--

From: cp-delignationaljournal com [mailto:ep-delimnationaljournal .com)
Sent: Thursday, January 10, 2002 6:21 PM

Subject: Nattonal Journals CongressDaily - Thursday, January 10, 2002

Mational Joumal's CongressDaily
Izsue date: Janoary 10, 20602

WHITE HOUSE
While House Urges Nonpartisan Investigation OF Enron

The White House today had tough words for congressional
investigators readying probes into the bankrupley of former
energy giant Enron, warmning lawmakers to steer clear of
"partisan” activities targeting Repeblicans and urging them to
focus instead on the circumstances surrounding the company's
failure. "I think people necd to remember that the American
people are sick and tired of partizan wilch hunts and endless
mvestigations,” White House Press Secretary An Fleischer said
today. "Enron gave hundreds of thousands of dollars to
Democeans,” he noted, "If Congress instead focuses on
partizanzhip and focuses on blame of one party, then Congress
will not serve the country well," Fleischer said, calling Enron's
fall an opportunity for legislators o devise new policies to
avold repeat acts by other companies. Fleischer refused to say
specifically whether it would be proper for Congress to look into
direct contacts between Enron and admmistration officiels, Enron
Chairman and CEC Eeaneth Lay and lis company logether have been
among President Bush's most generous benefactors, but Lay and
Enron have alse donated significant sums to other Republicans and
to Democrats.

Flzischer revealed that Lay contacted both Treasury Secretary
OMeill and Commerce Secretary Evans lazt fall about Enron's
financial siteation, Neither O'Neill nor Evans told the president
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of Lay's contacts with them. Bush, in fact, oaly found out teday,
Fleischer said. Bush first heard gbout Enron's collapse last

fall, when it become evident to the general public, Fleischer
indicated. The president said today at the White House that he
had never discussed Enron's Dinances with Lay, adding that he had
lagt seen Lay last spring, Law last fall told O'Neill of concemns
that Enron would not be able to meet its obligations and that the
company's declining fortunes could adversely impact the energy
sector. OFMeill asked a deputy to look into the matter and
concluded the problem was 1solated to Enron, according to
Fleischer. Lay told Evans that he was "having problems with his
bond rating and was worried about its impact on the energy
sector,” Fleischer said. Evans spoke with O'Meill and the two
agreed no action should be taken "to intervene” with Enron's
bondholders, according to Fleischer. Af presstime, RN reported
thay Ancrney General Aschrofl had recused himszlf from plaving
any role in the Justice Department’s investigation,

Responding to what he said was a "wave of hankruptcies," Bush
taday ordered ONeill, Evans and Labor Secretary Chao to convens
a working group to mvestigate rules and regulations governing
pensions. The group will "come up with recommendations” en how to
"reform the system to make sure thal people are nol exposed (o
losing their life savings as a result of bankrupicy,” Bush said,

And moa move be said was a direet result of the Enron collapse,
Bush said Oeill, the SEC, the Federal Reserve and the Commodity
Futures Trading Commission would analyee corporale disclosure
rules in order to protect stockholders in the future. - by Keith

BUDGET
Sprait Urges Bush To Convene Another Budgel Sumsmit

House Budpet rankimg member John Spratt, D-5.C., today offered
& gloomy economic budget forecast for FY03, and celled for the
adminisiration to convene a budget summit to put the nation on a
sound fiscal course. "We need to come together and fry to settle
our differences around the same table,” he smd. Spratt said a
made] for the talks could be the 1997 negotiations under former
President Chnton that led 1o a seres of budpet surpluses. "IF
we could have another negotintion ke that, I thank it could be
useful ™ said Spraft, who also pointed o the 199 bedget deal,
when President Bush's father reluctantly agreed to raise taxes -
glisnating conservatives and, some arpue, trigrermg Bush's
defeat to Chinton in 1992, "He can take a papge from his father's
experience,” said Sprati, “and hops 1t doesn't cost him what 1t
cost his dad. But his dad did the night thing.” The White House
today respomded coolly 1o Spran's suggestion. White House Press
Secretary Ari Fleizscher said consideration of the budger by its
relevant congressional commitiees is "the best process,”

Spratt also tried w explain why once rosy budget surplus
forecasts have pone south over the course of one year. Spratt
estimated FYD2 will produce a deficit of 179 billion when Sogial
Security and Medicare fundsz are excluded, and said the £1.2
trillion tax cut passed last year was the predominant factor,

House Republican Conference Chairman J.C. Watts of Oklahoma this
aftermoon countered with a statement defending the GOP fax cut,
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"Both the House and Senate Budget commiliees have concluded the
current budget situation is & result of the war on terrorism and

the recession - not fax relief,” Watts said. "If 1§ wasn'l for

the Republican-led initiative to give Americans mare of their
money back, we'd probably be deeper in recession than we are
foday.”

Spratt suid Congress was sure 1o extend expinng tax
provisions and address the alternative minimum tax, adding
hundreds of billronz to the tab, And, he roted, last year's tax
bill is set to expire m the 10th year, something a future
Congress would not be likely to allow. Further spending on
defense and homeland security will only add to the problem,
leading to on-budget deficits in the short term - and possibly in
the out vears if economic assumptions change. "We've got a
problem,” he said. But Spratt declined to say that elements of
the tax cut should be repealed, saying the administration should
come up with solutions. "We think that they have the first move,”
hie said.

Meanwhile, mspired by signals that the White House will
comtinue to push for an economic stimulus package, business
lobbvists have decided to keep the Tax Beliel Coalitton operating
this year, The TRC was founded initially to push for passage of
Bush's 2001 tax cut and later threw itz weight behind making
those cuts permanent and enacting an economic stimulus plan. A
source close to the group said the organization in 2002 would
focus on protecting the tax cuts scheduled to take effect in
upCMMing years, supporting & renewed admimstration push for an
economic stimulus bill and making permanent the tax cuts enacted
liwst year, "We can't fight this like the Korean War, where they
get to come south but we can't go north,” the TRC source said.

“In arder to protect the tax cuts [enacted last year], we have to

fight for permanence." Sources said the management committee for
the TRC, which includes over 1000 business groups, will meet
today to ratify the decision to stay in business. The Natonal
Assocition of Wholesaler-Distributors, the U5, Chamber of
Commerce and the National Associobion of Manulacturers are among
ithe leaders of the TR, - by Geoff Earle and Charlie Mitchell

FIMAMCE
Bankers, Realtors Square OFF On Real Estate Brokerage

The American Bankers Associztion is callimg on its members (o
respomd 1o the National Association of Realtors, which has
launched 3 vigorous campaign to stamp oul a piviotal federal
rulemaking supported by banks. The rule, pending before the
Treasury Department and the Federal Beserve, would allow
financial holding companies and national bank subsidianies o
cnigage in real estate brokerage activities - an action that MAEK
President Martin Edwards has said would mean "the market will
so0n be dominated by a smattering of large banking conglomerates
whose primary goal is to cross-sell various financial products,
not to put people in homes and commercial properties.” He added
that the end result "will be fewer chotces for consumers, higher
fees and less competitive loans.” The NAR turned up the heat last
yiear, enlisting House and Senate lawmakers o infroduce
bipattisan hills 1o preclude any such federal action. The growp
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also blanketed Capitol Hill and the White Howse with protest
letters, And in December, House Energy and Commerce Chairman
Tauzin fired a letter off to the Fed and Treasury, asking whether
they hod fully considered the wnplications of the proposal -
including whether banks' real estate brokerage transactions would
hecome subject to federal privacy rules,

But the ABA 15 returming fire, " As an industry, most bankers
haven't exactly been banging their shoes on the table over real
estate brokerage powers,” said ABA President Iim Smith in 8 memo

Wednesday to his member company CECs, "Some of you have writlen

your members of Congress and have encouraged your employees to
wrile, Many haven't. Predicting the future 15 a tneky business."
Smith continued: "The banker who knows what's going to happen
down the road is the lucky fellow who always buys low and sells
high, has never made a loan that wasn't repand, and always wins
the Superbow! pools. The rest of us have to hedge our bets. And
we'lre running out of time to do that." Should the NAR succeed in
passing legislation to block national banks from offering real
estate brokerage and property management services, "that ophion
will be closed - permanently - meaning one less wWay 1o remain
competitive," Smith added.

A fiorm letter supplied by the ABA urges lepislators to oppose
the NAR-backed bills. The letter says: "The NAR 15 telling
Congress that lending and real estate brokerage don't mix. That's
predty ironic, because many real estate brokerages already
provide one-stop shopping, including mortgage lending and
insurance, Tt seems to me that the only purpose of these bills is
to protect MAR members from the kind of healthy, vigorous
competition that consumers deserve. In ome fell swaop, [the
pending bills] would limit the choices available to consumers,
protect one industry over another, and discriminate against banks
and their employees who simply want to compete on an equal
footing and serve their customers in the best possible way.”
House Financial Services Chairman Oxley bas taken paims 1o retrain
pubilicly neutral on the issue. At a May hearing on the subject,
he seknowledged the concerns of the rule's detractors, but also
emphasized the importance of industry competition. - by Pamela
Barmett

Aid For Displaced Workers May Become Bargaining Chip
House Democrats who were unsuccessful in expanding trade
adjustment assistance last year are looking to the expected
conference on the bill to renew presidential trade negotiating
authorily as a second chance to accomplish their goal, according
te industry and congressional sources, National Journal's
Technelogy Daily reported. The TAA program provides economic
assistance for displaced workers and companies, bul it expired at
the end of 2001, Late last year, the Senate Finance Commitiee
approved a bill to extend and reform the program, and that
proposal could be included in trade negotiating authority
legislation, formerly known as fast track, during the debate
expected to take place this year in the Senate. Majority Leader
Daschle last Friday said he expects to have that debate carly
thiz vear, although he did not commit to a specific date. In that

4

01058

01200000001730



major economic speech, Daschle said: "As part of our
consideration of fast irack, Senate Democrits are proposing lo
expand Trade Adjustment Assistance. We believe that we should
expand assistance 1o all workers who ane hurt by global
production shitts.”

The Senate TAA measure is similar to a House bill infroduced
by Democratic Reps, Anna Eshoo of California and Ken Bentsen of
Texas, who were among the leading advocates of a more generous
worker assistance package in exchange for their support of trade
negotiating legislation. Ulumately, they failed and the House
passed its version of trade negotiating authority by one vote,
and without the support of traditionally trade-friendly Democrats
like Eshoo, If the Senate adds the trade adjustment assistance
language to its trade negotiating authority bill, the issue
likely will become a bargaining chip in the conference with the
House and could boost House Democratic support for a final bill,
several sources said. - by Bara Vaida

AGRICULTURE
Farm Bureau Re-Elects Stallman, Pushes For Farm Bill

RENO, Nev. - Delegates to the Amencan Farm Bureau Federation
convention today unanimously re-clected Bob Stallman, a Texas
tice producer, for a second term as president. The election
appears to affirm support for the hardline positon Stallman took
last year faveoring quick passage of a new farm bill, 2 stand some
Republican senators saw as siding with Demoerats. A Farm Bureau
lobbyist noted the delegates also kept the same fasm bill policy
proposals they adopted last year. The group also passed an
increase in the dues the state bureaus pay Lo the nationzl
office. Duve Meacham, vice president of the Nevada Farm Bureau
said he supported the increase because "You all know we have
[Scnate Majority Whip] Harry Reid. We've got 1o have another
lobbyist or two back in Washington to paddle him.”

At 8 news conference Wednesday, Stallman pointed out delegates
reaffirmed Farm Bureau's support for maintaining direct Freedom
to Farm payments, raising lean rates, estzblishing a
countercyclical income support program for farmers, and re-
establishing the Northeast Dairy Compact a well as creating a
Southern dairy compact. Stallman also said delegates support a
prohibition on packer ownership of animals to be slaughtered and
added that meat with a 1.5, label should come from "animals bom,
raised and staughtered in the United States.” Stallman said the
decline in the U.S. sheep industry also shows the need for a new
lamb promaotion program. Stallman said he thinks the Farm Bureau's
policies are "good with respect 1o going into a [World Trade
Organization] round” because the United States should not
"unilaterally disarm” and should not "reduce our domestic
supports helow where our cap is until we go into negotiations.”

Meanwhile, farm ezmings will drop nearly 20 percent thas year
wilhout a boost in government payments 1o grain and cotton
operations, the Agriculture Department said today. In its first
cconomic forecast for 2002, USDA estimated nel farm income at
2406 billion, down from 549.3 billion in 2001, That assumes that
Congress will not provide farmers with another round of
supplemental assistance this year, something lawmakers have done
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for each of the last four years since a collapse in commodity
prices in 1998, the Associated Press reported. Last year, farmers
received $21.1 billion in federal assistance, including $9.1
billion in supplemental paymenis. - by Jerry Hagstrom

—

ENVIRONMENT

Abraham Chooses Yucca Mountain As Bunal Site For Nuclear Waste
Energy Sccretary Abraham today chose Yucea Mountain m MNevada

i be the nation's burial site for thousands of tons of high-

level nuclear waste, the Associated Press reported. Abraham

concluded the site 80 miles northerest of Las Vegas was

"scientifically sound and suitable™ as a repository for highly

radioactive used reactor fuel now kept at commercial reactors in

11 states, a department spokesman said, A final administration

decision will be up to President Bush, who has champroned the

need for a central disposal site for fhe waste and is expected 1o

seck a federal license for the site in the coming months. In

anticipation of the announcement, House Energy and Commerce

member Edward Markey, D-Mass., said in a staternent, "Sadly,

today's decision by Secretary Abraham to select Yucca Mountain to

be the nation's permanent waste repository 15 hased on palitics,

not zound science.”

——— LT . =y,

DEFENSE
Bush Signs FY02 Defense Appropriations Bill

President Bush this afternoon signed the FY02 Defense
appropriations bill containing 3317 billion for defenze
operations and $20 bilhen for anti-terrorism activities and
recovery [rom Sept. 11% terrorist attacks, White House Press
Secretary Ari Fleischer said the bill "gives our military the
money they need to fight the war now."” The anti-terrorism package
provided less for the Pentagon than Bush wanted, but more for
domestic security and New York, Virgmnia and other communitics
where the terrorists struck.

ENVIRONMENT
Administration To Propose Spending Increase For Cleaning
Brownfields

The Bush administration will propose doubling spending next
year on cleaning up abandoned industrial sites in urban areas,
EPA Administrator Whitman said today, Whitman said the
administration’s FY03 budget proposal will seek 3102 million more
than the $98 million Congress appropriated this year for cleaning
up so-called brownfields. *This is something Congress was trying
to et for 10 years,” Whitman told the Associated Press. "The
president made a commitment and we're trying to get it done.”
Congress in December approved a five-year program awarding up 10
%250 million a year w state and local governments and Indian
tribes for cleaning up some 450,000 poliuted industrial sites.
President Bush plans to sign that legislation Friday.
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House Resources Commdttee Staffer To Join Les & Smith

Just two days after House Resources Chairman Hansen announced
hee will retire next yvear, Allen Freemyer, chief of staff for the
committee, said today he is leaving the panel to join Lee &
Smith, a lobby shop which represents developers and Utah State
University. Freemyer, & Utah native, plans to leave Feb, 1.
Elsewhere, Christi Harlan, former communications director for the
Senate Banking Committee under former Banking Chairman Gramm, has
been named director of the SEC's Office of Public Affairs. Harlan
most recently served as director of external alfairs at the
Federal Emergency Management Agency. Prior to joining the Banking
Committes staff, which she left last year, Harlan spent 20 years
I8 @ Teposier.
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POLITICS
Sununu Leads Smith In N.H, Primary Matchup According To Poll
For the first time, a poll shows Republican Rep, John Sununu
leading Sen. Bob Smith in their New Hampshire primary matchup. An
American Research Group poll conducted last Wednesday through
Saturday shows Sununu leading Smith $1-27 percent. That is a
dramatic change from previous ARG polls, which showed Smith
leading Sununu 47-39 percent in Novernber, afier having widened
his 47-41 percent lead in October, The new results showed Sununu
did not gain so much as Smith lost ground, wath 22 percent of
volers saying they were undecided. Previous polls showed 14
percent or fewer undecided. The new poll of 600 likely Republican
primary voters has a 4 point error margin. ARG pollster Dick
Bennett said the reversal reflects the fact that primary voters
are now refocusing on issues such as the economy, education and
health care.

—— T T

THE FINAL WORD

"Given the recent swirl of events, 1 hardly think it would be
appropriate for me to comment on how sexy the media is®

- White House Press Secretary Ari Fleizcher, responding
jokingly to a reporter's question Wednesday about how the White
House felt about deseriptions of Defense Secretary Rumsfeld as
the media star of the vear. "He's my hero when it comes to how o
handle the press, I'll tell you that,” Fleischer added.
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FIMNANCE
Enron Spectacle Widens, Fuels Concern Over Retirees

As the Enron bankruptcy scandal raises questions over the Bush
administration's prior knowledge of the company's problems,
parallel inquiries are delving into the company’s actions on
retirees and may prompt action this year on how firms handle
employes relirement plans, business leaders acknowledged today.

“These are tough issues that the Congress and the private sector
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are poing to have to work out,” said Mational Association of
Manufacturers Employment Policy Director Neil Trautwein at a
briefing on the group's labor agenda for the coming year. But
anticrpating an Enron-generated backlash, Trautwein cawhomed
agningt legislation 1o restrict emploves ownership of company
stock. "I think this poinis out that people could use some
additional help, but limits are the wrong way 1o go," Trautwein
said, "Getting the federal government to come in say what you can
imvest in 15 a bad ides.”

The torrent of revelations concerming the failed energy gant
andd 115 connections to the Bush admimistration and Capitol Hill
continued today, with confirmation that top Enron officials
sought help from the federal government in obtaining reliel from
the firm's bankers. The Associated Press reported that a Treasury
Department spokeswoman confirmed that Peter Fisher,
undersecretary for domestic Minanece, spoke with Enron President
Lawrence (Greg) Whalley six or eight times in late October and
earky November, Also today, CWN reposted that the Senate
Governmental Affairs Permanent Subcommuttes on Investigations
will send out 51 subpoenas today for information on the company’s
collapse.

Om employee ownership of company stock, many federal officials
and advocates are increasingly concerned over the effect of
company failures on employees, who have fewer resources and
options to recover their life's savings, "We are concemed about
the vulnerability workers have with their investments,” AFL-CIO
Legislative Drrector Bill Samael said today, adding it was a key
priority for labor groups this year. A spokesman for Senate
Health, Education, Labor and Pensions Chairman Kennedy zaid the
commitiee would hold 2 hearing n early February to address the
401(k) 1ssues raised by Enron. "We realize that there's a larger
problem oul there that needs to be addressed,” the 5
sand. House Education and the Workforce Chairman Boehner has also
said he will explore the issue. A spokesman lor Boehner sand a
bill Boehner passed in the House last year that would make it
easier for companies to give retirement investment advice to
employees would address some of the concerns being raised about
Enran. Sens. Jon Corzine, D-M.J., and Barbara Boxer, D=Calif,
introdfuced a bill recently to prevent emplovees from owning mose
that 20 percent of therr company™s siock, an approach opposed by
MAM. - by April Fulton

~TE_EE T

FINANCE
Gups Shown In Company's Political Contributions

Although Enron Corp. and 115 top brass pumped millions of
dollars to the Republican Party and President Bush over the
years, the embaiiled energy concern gave few contribubions to the
members of Congress who may investigate the fate of the firm and
its executives, according to a CongressDaily analysis of
fundraising documents, In the 1999-2000 clection cycle, for
example, Enron did not contmbute a single dollar directly to the
Republican and Democratic leaders of the House and Senate panels
that plan to lead the mvestigation mio Enron's hagh-profile
collapse, The company gave 51,000 to the personal re-election
efforts of Senate Mimority Leader Lot = but no money to Minority
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Whip Nickles, Republican Policy Commuttes Chairman Larry Craig of
Idaho, Majority Leader Daschle or Majority Whip Reid. Likewise,
House Speaker Hastert received just £3,500 from Enron for his
personal re-election effort and House Minority Leader Gephardt
took n 51,000,

At the same time, Enron eamed a spot in the top 50 political
contributers in 1999 and 2000 for the first time by giving $1.1
million to national Republican Party accounts, In addition,
Houston-tased Enron was the 1 2th largest contributor to Bush's
presidential campaign, with 5114,0040. The dizcrepancy is the
result of a fundraising strategy that called for Enron to focus
on writing large checks to national and stale party accounts -
while giving far less money directly to the re-clection efforts
of individual members of Congress. In 1999-2000, Earon and its
executives gave $1.7 million in sofl money donations o the
political parties and just S300,0H) directly 1o candidates,

As a result, Enren's contributions to key members of Congress
have been relatively sparse, In the last election cycle, Enron
contributed just $137,500 in regulated, hard dollars 1o the
hundreds of lzwmakers who sit on  range of congressional
comrnittees that plan to investigale the company, including the
House Government Reform, House Energy and Commerce, House
Financial Services, Senate Governmental Affairs, Senate Energy
and Matural Resources, Senate Commerce and Senate Banking
committees. That 15 far less money than scores of olhes
organizations contributed. The 327,000 that Enron gave to the
Republican members of the House Energy and Commerce Committee,
for exarmple, fell behind 114 other organizations. Rep, W
{Billy) Tawzin, R-La., who last year ook over the Energy and
Commerce chairmanship, alone gave more moncy to comtitice
Republicans than Enron in 1999 and 2000.

In the first half of 2001, Enron's contributions ko
influential members of Congress slumped further, According to
Enron's most recent financial disclosure for the period from
January to June 2001, the company did nol contribuie 1o the
personal re-election ¢ [forts of Hastert, Gephardt, Lott of
Daschle. At the same time, the company contributed just $12,080
to the members of the seven congressional panels that plan to
look into its fingneial dealings, Republicans on the House Energy
and Commerce Committee received just §3,500 from the company in
the first six months of 2001, That 15 less, for example, than the
Western Peanut Growers Association and 314 other political
organizations handed out,

Enron's contributions to congressional leadership PACs and so-
called nonfederal 527 accounts also slowed in 2001, In November
204, Enron contributed $5,000 to Lott's leadership PAC and
£2.500 to House Rules Chairman Dreier's leadershup PAC. Earlier
in the year, Enron contributed 52,500 each to the leadership PACS
of Hastert, Armey, Tauzin and Chiel Deputy Majenity Whip Roy
Blunt, R-Mo. The company also made a 55,000 contribution in
September to the moderate New Democrat Network and a 510,00
contribution mid-year to the conservative GOPAC, which assists
nonfederal GOP candidates, - by Brody Mullins and Charlie
Mitchell
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Foundation board wheo was supposed to be a pari of the delegation,
initially joked to CongressDaily that Treasury rejected the
application beeause "they think we're a bunch of

revolutionarics." But Glickman quickly added that the rejection
*was a little more complex” than the Bush administration

rejecting the application to appease Cuban American voters.
Glickman =aid the Farm Foundation may not have engaged i "enough
advance planning m the licensing process.” But Cilickman also
added, "The povernment didn't show the flexibility it needed 1o
work through the issue" and "could have helped the group” improve
itz application.

John Kavulich, president of the New York-based U.S. Cuba Trade
and Economic Council, a pro-trade group, said, "I don't think
anyone should say this is the Bush adminisiration sending a
signal.” But Farm Foundation President Walt Armbruster said tha
telephone interview from Florida, where the group that was headed
for Cuba was holding a mecting, that he "can't tell” whether the
rejection was the result of an application problem o a political
statement. Armbruster said Treasury officials told him they
tejected the application because there were too many spoUSCs, the
agenda was oo "unfocused” and had no strategy for making a
direct sale. But Armbruster gaid including spouses in frips is
normal Farm Foundation procedure and that “the ¢riteria are not
real elear™ for the applications, Armbruster said some LUSDA
officials and senators and House members tried to intervene with
Treasury, but that he never sought Veneman's help and that he
discuszed the matter only with Treasury civil servants. not
political appointees. A USDA spokeswoman said while the agency
called to check the status of the Farm Foundation’s request, no
USDA official acted on the group’s behalf. Sen. Byroa Dorgan, D-
M.D., said the Farm Foundation rejection 15 proof "the
administration is tightening restrictions on travel 1o Cuba” and
"demonstrates how absurd the policy 15." Treasury Secretary
(FNeill, Dorgan said, told him Treasory is "not actually doing
anything different, but the evidence suggests they are.” - by
Jerry Hagstrom

ENVIRONMENT
Yucca Mountain Decision Heading For Capato] Hill Battle

As Nevada officials this week began considening their options
for staving off & nuclear waste repository at arid Yucca
Mountain, Congress emerged as the likely key pressure potmnl in
the battle, "We're checking into all parliamentary options,” Sen.
John Ensign, R-Nev., an opponent of the waste site, told the Las
Vegas Sun. Encrgy Secretary Abraham Thursday designated the
Wevada site as the government’s choice for permanent storage of
high-level radioactive waste from weapons plants and nuclear
power stations. But Abraham's designation 15 not the final waord,
trigaering & sequence of regulatory and political steps that
waste foes said could derail the plan. After notifying GOP Nevada
Giov, Kenny Guinn of his decision on Thursday, Abraham must wait
30 davs to notify President Bush of his decision, Bush then his
an indefinite period 1o ratify Abraham's decision. 1f he does,
Guinn 15 grven 60 days under law to veto the designation. If

Guinn exercises his veto, the issue goes to Congress. The Sun 0 1 0 6 6
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reported today that Guinn Thursdiy told Abraham that *1 was
damned disappointed in his decision and he was to expect my
vetn,”

If Guinn sends the issue w0 Congress, as expected, the two
charmbers must act in 90 days 1o allow the waste plan o move
forward, or else it would be dead. Ensign would join 2 Demeocratic
leadership opposed to the dump. Guinn said lawyers hired by the
state are rescarching whether Senate Majority Leader Daschile, an
avowed opponent of storing nuclear waste at Yucca, has the
authority to pigeonhole the isswe - an issue that could end up in
court, the Sun reported. However, if it comes to & vole, Senate
Majority Whip Reid fears senators would back Bush. "Right now,
the odds are we can't get 51 votes," Reid said ot a Las Vegas
news conference, the Las Vegas Review-lournal reported. Even if
the program won congressional approval, it then must receive
adeguate funding. Reid now is chairman of the Senate Enerygy and
Water Appropriations Subcommittee, where money for the waste
program would need 1o win approval,

Meanwhile, both Democratic and Republican politicians in
Nevada said the fallout from the issue could hurt the GOF in the
state, the Review-Joumal reported today. "Overall, this is bad
news for the Republican Party," said Clark County Commissioner
Myma Williams, a Democrat. Independent sources expected some
adverse impact on the GOP. "This might have happened if Al Gore
had been elected president, but the fact of the matter is, it1s
happening on George W.'s wateh,” Ted Jelen, University of Nevada
political seience chairman, told the newspaper.

T B i g

ECONOMY
Ford Cuts 15,000 Jobs, Closes 5 Plants, Drops 4 Vehicles

Fard Motor Co. plans to cut 35,000 jobs worldwide, close fivie
plants and eliminate four vehicles in a massive restructuring
that its chief executive called a "painful, but necessary” effort
ta return the world's second bigpest automaker to profitability,
the Associated Press reported. "We strayed from what got us to
the top of the mountain, and it cost us greatly,” chief executive
William Clay Ford Jr. said today from company headguarters in
announcing the plan. The job cuts amount to about 10 percent of
its overall work force and include 22,000 in North America. The
plants to be closed are in Edison, N.J., and Oskville, Omtario,
by 2004; Brook Park, Ohio, near Cleveland in either 2003 or 2004
Hazelwood, Mo, near St Lowis by &n undetermined date; and
Vulcan Forge in Dearborm, Mich., as scon as passible. Vehicles to
he dropped are the Ford Escort, Mercury Cougar, Mercury Villager
and Lineein Coatinental. Ford said it was wmking a 54.1 billon,
one-line charge against eamnings to pay for its plan. The plan
also weludes the suspension of bonuses for company managers and
the elimination of 401(k) matching contributions for employees,
Ford employs approximately 345 000 people workdwide, mcluding
170,004 in Morth America, On Wall Street toduy, at 2 pum., the
NASDAQ had fallen 22 points to 2,023.32 and the Dow Jones
Indusirial Average shid 51 points to 10,016.22. In MOTTInE
wrading on the New York Stock Exchange, Ford shares were up 9
cents at 515,38,

Meanwhile, wholesale prices, led by a sharp drop in energy
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costs, fell by 0.7 percent in December, helping to make 2001 the
tarmest year for inflation at the producer level since 1986, The
Labor Department's producer price index, which measures price
pressures before they reach consumers, fell by L8 percent for
all of last vear, the biggest annual dechine since 1986, when
whelesale prices dropped by 2.3 percent, the government reported
iosday, That marked a big improvement from the 3.6 percent
increase in wholesale prices registered in 2000.

Federal Reserve Chairman Greenspan said foday that there were
scattered hopeful signs that the recession could be ending, but
he wamned that the American economy still faces “significant
risks.” Greenspan, making his first public comments on the
economy since the Fed last cut interest rates on Dec. 11, said
there are "tentative indications” that the economic slump could
be drawing to a close, but he said those signals at present are
far from conclusive.

P S e g

HOUSE RACES
Sessions’ Old District Site O A Spirited Texas Showdown

Texas redistnicting put more Republicans into GOP Rep. Pete
Sessions’ 5th District, but his decision to abandon the
previously marginal district for a safer seat has Democrats
clasely watching o competitive GOP primary. "You're going to have
either a no-name Republican or a guy with a lot of money.” said
Texas Democratic consultant Ed Martin. Republicans enjoy a 61-39
percent advantage in the new 5th District, which had packed up
GOP-leaning voters in Dallas County but still has Democratic
voters in 10 mostly rural counties between Dallas and Houston.
Instead of running in the reconfigured 5Sth District, Sessions has
filed for the more Republican and compact Dallas-based 32nd
District - one of two new seats Republicans will pick up through
redistricting. Five Republicans have filed to run in the March 12
primary, but the race appears to be between millionaire atlomey
Phil Sudan, who unsuccessfully challenged Democratic Rep. Ken
Bentsen in 2000, and businessman Jeb Hensarling, a top political
aide 10 GOF Sen. Phil Gramm who has never run for political
office.

Hensarling, a businessman who once served as National
Republican Senatorial Commillee executive director, clamms strong
ties to the district, solid GOP credentials and support from
Gramm and other party leaders. Neither candidate begins the race
with high visibility and Hensasling acknowledges that Sudan's
persenal wealth could be an advantage in the short primary
season. Sudan spent @ cumulative $3 million in the 2000 race
aguinst Bentgen, who represents a Houston-based district, Sudan
filed 1o run for the Dallas-based Sth District in time for the
Jan. 2 deadline after a potential GOF primary rival opted to run
elsewhere. Hensarling - campaigning on domestic security, the
economy, education and rural development - quipped he would be
happy to introduce Sedan to the district, "Omnee he gets here, I'm
certainly happy to give him a roadmap to Houston," he said.

But Sudan said voters are concerned about philosophy and
record, nod geography. "1 won a contested Republican prirmany. [
defeated a so-called Republican moderate,” Sudan said of his 2000
primary. Sudan is campaigning on tax reform and security issues,
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chief of staff at FEMA. Douglas worked at the NRCC from 1994-99,

serving as deputy executive director. The committee also hired
Ted Christian and Andrea Horton as two new field representatives
tor track regional House races. Christian formerly served as
executive director of the New Jersey Republican Party. Horton, a
consultant with the Texas firm Olsen, Delisi & Shuvalov, has
served in the press shop of Texas Attomey General John Cormyn.

ST AT =

THE FINAL WORD

" [Thhat piece of garbage ."

- Las Vegas Mayor Oscar Goodrman, quoted in the Las Vepgas
Review-Journal today, characterizing Energy Secretary Abraham
following Abraham's official designation of a site at Yucca
Mountain, Nev., 90 miles from Las Vegas, as the nation's nuclear
waste repository. Goodman said he would marshal mayors from
cities at nuclear waste shipping points across the nation to help
fight the waste plan.
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RBMHI

Fram: Farrell, Paula

Sent: honday, January 14, 2002 5:58 PM

To: Atking, Preston Jr

Ce: Rewvesz, Paul; Dsler, Karen

Subject: FW: National Journal's CongressDaily - Monday, January 14, 2002

=== piginal Message-—-

From: Knack, Elizabeth

Sent: Monday, January 14, 2002 3:44 PM

Ta: Ellis, Dina; Farrell, Paula; Hart, Susan, (FBrien, Michael

Subject: FW: National Journal's CongressDuaily - Monday, January 14, 2002

sesaJriggimal Message--—-

From: cp-deli@nationaljournal.com [mailto:cp-delzinationaljourtial com|
Sent: Monday, January 14, 2002 6:31 PM

Subject: National Journal's CongressDaily - Monday, January 14, 2002

Matwonal Journal's CongressDaily
Issue date: January 14, 20402
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THEADE
U.S. Loses In WTO Ruling On Foreign Sales Corporations

A World Trade Organization appellate panel today affirmed an
carlier ruling against 1.8, laws granting tax breaks for business
income earned from overseas operations, The nuling in the foreign
sales corporations case, reporied to be the largest the United
States has ever lost before the WTO, delighted European
officials, who called for the United States to quickly bring
itself into compliance with WTO rules while the European Union
holds off on imposing penalties, which could reach 34 billion
year, But US. trade officials signaled their disappointment and
congressionil panels now must decide whal course of sction to
take in response. "We are disappointed with the outcorne,” said
Trade Representative Zoellick. "The United Stales respects its
WTO obligations, which serve America's interests, and we intend
to continue to seck to cooperate with the European Union in order
to manage and resolve this dispute.” Zoellick continued: “This is
an especially sensitive dispute that, at its core, raises
questions of a level playing field with regard to tax policy. We
will be consulting closely with Congress and affected 1.5,
interests regarding next steps,” Senate Finance ranking member
Charles Grassley, R-lowa, in a staternent today, smd: “The [trade
negotiating authority] bill passed by the Finance Committes
includes a proviston that calls for the next round of the World
Trade Organization to comprehensively address these international 0 1 0? 2
tax issues, So teday’s ruling is yet another reason why the
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Senate should vote by the end of February on the bipanisan trade
legislation that's pending.”

Business advocates today were assessing the ruling, looking
for room in the legal implications of the decision, but
irnplicitly acknowledging a loss on all counts, “The decizion
leaves in place the underlying problem,” said Homer Moyer, a
partner in the Washington law firm of Miller and Chevalier, who
works with an industry coalition that i working the FSC 158ue.

"We continue to kave an underlying tax disparity, which must be
rectified one way or the other, even if it requires changes in
WTO rules.” The Associated Press reported that EU Trade
Commissioner Pascal Lamy said he was pleased and called for
*rapid proposals™ from Washington to rectify the fax laws, "Now
it is up to the United States to comply with the WTO's findings
to settle this matter once and for all,” Lamy said,

The FAC case poes back several years. In February 2004, the
WTO Appellate Body upheld a ruling that the FEC provisions of tax
law violated WTO subsidy rules. In response, Congress approved
the Extraterritorial Income Exclugion Act of 2000, but the
European Union won a WTO ruling last August that the revised law
still conferved a "prohibited export subsidy” and failed o
withdraw the FSC "subsidy," as the earher ruling directed. It
was that ruling that was affirmed in today’s WTO appeals ruling.
Under an EL-ULS. agreement reached 1in September 2000, the dispute
now will go back to a WTO arbitrator to decide on the exact
amount of pogsible countermeasures. The arbatrator's report is
expected by the end of March, according to an EL) statement. - by
Bruce Stokes and Geoff Earle

EMPLOYMEMNT
Hill's Labor Agenda For 2002 Tinted By Enron Debacle

When Congress returns o work next week, legislators, staffers
and lobbyists will find the Washington labor agenda transformed
by investigations into employee 401(k) and pension investment
programs brought on by the Enron scandal. But they also face
questions gbout reviving an economic stimulus package,
ergonomics, and a renewed call to merease the minimum wage.
Enron "will dommate the conversation for the coming months,”
predicted Ann Combs, assistant secretary for the Pension and
Welfare Benefits Administration, which handles employee benefit
issues for the Labor Department, in a telephone interview with
CongressDaily. The pension administration launched an
investigation in November into how Enron employees lost most of
their savings intended for retirement when Enron stock plummeted
last vear, and whether the companies” invesiment trusices
fulfilled thew duties Lo emplovees,

Also, Labor Secretary Chao recently was chosen to work with
Treasury Secretary O'Neill and Commerce Secretary Evans 1o look
at needed modifications in retirement laws in the wake of the
Enron debagle, The group met for the first time Friday, and,
while there is no deadling for sending recommendations 1o
Congress, Combs said, "Everyone appreciates the urgency of the
situation.” Senate Health, Education, Labor and Pensions Chairman
Kennedy will hold a heaning on the Enron retirement investment
tssue next month, and House Education and the Workforce Chairman
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Bochner alze will investigate. Separately, the Senate Banking
Committee has scheduled a Feb. 12 oversight hearing into the
accounting and mvestor protection aspects of Enron Corp.'s
collapse. Several former SEC chairmen are scheduled to testify,
imeluding Arthur Levitt, who served from [993-2000.

Meanwhile, labor issues are expected to tint the debate as
Congress revives efforts 1o pass an cconomic stimules proposal,
with a pelitical battle expested over balancing unemployment and
healificare benefits with tax cuts. *1 don't know how they con go
home and continually face these laidoff workers," said Bill
Samuel, AFL-CIO legislative director, who said lahor groups would
continue to push for benefits, ergonomics regulation, and am
increase in the minimum wage. The Labor Department has yet to
announee 4 position on ergonomics, but several sources said it
will not issue a new regulation, s lebor supporters had hoped.
Labor supporters are also outraged by President Bush's recess
appointment of Eugene Scalia to be Labor Department solicitor,
citing his views against ergonomics, but business groups praised
him as a well-qualified candidate. - by April Fulton

B

JUDICTIARY
Bipartisan Immigration Bill To See Early Senate Action
Congressional efforts to liberalize ULS. immigration policy,
which were of{ to a promising start early in 2001, appeared
efMectively doomed immediately following the Sept. 11 attacks at
the hands of foreign terrorists - some of whom had been living
illegally in the United States for years. However, by the end of
last vear, it had become clear that the event also had presented
an opening for lawrmakers of vanous weological stripes o
reframs their arguments in a way that was mutually beneficial,
The result was legislation sponsored in the Senate by Judiciary

Immigration Subcommittee Chairman Edward Kennedy, D-Mass., and
Immigration Subcommittee ranking member Sam Brownback, R-Kan., as

well a2 Sens, Dianne Feinstein, D-Calif, and Jon Kyl, R-Ariz.,
which married enhanced border security with family friendly
immigration reform, and earned the support of advocacy groups
working both issues. That bill stalled m the Senate late last
year, but is expected to be the Senate's first arder of business
this session in the category of immigration, 8 Kennedy
spokeswoman said loday.

Both chambers were poised in December to unanimously approve a

legislative preconference agreement hammered out among House and

Senate lawmakers. The House border security measure, introduced
by Judiciary Chairman Sensenbrenner and Judiciary Immigration
Subcommittes Chairman George Gekas, R-Pa., was approved by
unanimaus consent at the end of the session. But its compsznion
measure was blocked in the Senate by Appropriations Chairman
Byrd, who was perturbed by the White House's rejection of his
request for border control funding earlier in the year. But while
that left border security as unfinished business in the Senate,
Housa GOP leadership took & shart cut it likely will have to
answer for this vear: Bowing to pressure from a band of socially
conservative Republicans, House GOP leaders agreed to omit from
the immigration packege compromise 245(i) extension language
which would enable immigrants already residing m the country to
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our political base through surrendering to the Hispanic vote i
usually the Democrats' job. Votes can't be bought with welfare,”
Tancredo =aid, - by Pamela Barmnett

L R

JUDICIARY
High Court Ends Six-Year Fight Over Prozac Drug Patent
A six=year court fight over rights to the lucrative anti-

depression drug Prozac ended today when the Supreme Court refused

to comsrder reinstating drug maker El Lilly Co.'s patent, the
Associated Press reported, Generie versions of Prozac went on the
market shorily after a federal appeals court invalidated a Lilly
patent last year. That patent would have protected Lilly's
menopely until December 2003 and brought in an estimated 34
billion in sales for the company. Lilly sued generic drug
manufacturers for patent infringement in 1996, when the rivals
first sought FDDA approval to make a genenie form of Prozac. Harr
Laboratories Inc, and other generic drug makers claimed Lilly had
improperly double-patented Prozac to eatend its exclusive control
over the drug, and the appeals court agreed. The Supreme Court
did net earmment in rejecting Lilly's appeal of that ruling.
Prozac had worldwide sales of 32,6 billion in 2000, the last full
year that Lilly had exclusive rights to it. It was one of the
company's best-selling drugs, accounting for about one-quarter of
the company’s sales,

The high court today also wrmed down a chance to set limits
on how far the government can go to protect endangered species.
The case the court refused to review mvolves shrimp found mainly
in California, but it would have affected government efforts to
protect all dying wildlife. An association of California builders
challenged the constitutionality of the Endangered Species Act
and the way the government handled the classification of shrimp.
The builders group questioned the need for protection for the
shrimp, which are not sold commercially. Paul Clement, acting
solicitor general, defended the shrimp classification,
*Individual species are part of an interdependent web,” Clement
wrote, “The significance of a particular species cannot always be
easily determined at a given point in time.”

Finally, a man fired after secretly helping the FBI
investigate an anthrax threat lost his case today. The court
turned down a chance to decide if First Amendment free speech
rights cover a public employee's cooperation with law
enforcement, even when that assistance is against the wishes of
their bosses. Since Sept. 11, justices have not agreed to review
a case that directly implicates terrorism. They declmed 1o ke
this one without comment. A judge had dismissed the man's case,
and the 10th 118 Circutt Court of Appeals also said the finng
was proper. The appeals court noted that he was not fired for
reporting the alleged threats, His contmued mvelvement with the
investigation, after telling his boss he would no longer help the
FBI, was not free speech, the appeals count said.

— T LT .

POLITHCS
Republicans To Defend More Cpen Seats In 2002 Races
The retirement announcements last week of GOP Reps, James
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Hansen of Utah and Joe Skeen of New Mexico bring to 26 - eight
Demacrats and 18 Republicans - the number of House members
announcing they will not seek to return to the 108th Congress,
leaving Republicans more than twice as many open seats to defend
during Movemnber's midterm elections. The tally includes Rep.
Steve Largent, R-Okla,, whe will officizlly resign his seat Feb.

15 to concentrate on his run for governor. Republican state Rep.
John Sullivan was clected Jan. B to replace Largent, but canno

be sworn in until Largent resigns.

Three Democrats and nine Republicans have already announced
they will retire, including Democratic Reps. Eva Clayton of North
Carolina, William Coyne of Pennsylvania and Tim Roemer of
Indiana. In addition to Skeen and Hansen, Republicans planning
retirernent are House Majonity Leader Armey, Reps, Porter Goss and
Dian Miller of Florida, Steve Hom of California, Marge Roukema of

Mew Jersey, Bob Schaffer of Colorado and Wes Watkins of Oklahoma.

House Republicans have urged Goss, wheose profile as House
Intelligence Committee chairman has risen since the Sept. 11
attacks, to reconsider his retirement, in part to help
Republicans in Florida redistricting.

Five [emocrats and nine Republicans have declared they will
give up their seats to pursue bids for statewide office.

Democratic Reps, John Baldacci of Maine, Tom Barrett of
Wiaconsin, Rod Blngu_]l:vil;h of Minois and David Boaior of
Michigan are all running for governor in their home states, while
Texas Rep. Ken Bentsen is seeking the Democratic nod for Senate,
Republican Reps. Saxby Chambliss of Georgia, John Cooksey of
Louisiana, Greg Ganske of lowa, Lindsey Graham of South Carolina,
John Sununu of New Hampshire and Joha Thune of South Dakota are
running for Senate. GOP Reps. Van Hilleary of Tennessee and Bob
Riley of Alabama, as well as Largent, are vacating their seats to

run for governor,

Redistricting played an important role in more than one
retiremnent decision. Coyne, Horn and Bonior all announced their
retirements after redistricting plans made clear their seats
would be elimmated or merged, although only Hom listed itas a
specific factor. Chambliss and Ganske faced radically different
districts if they chose to run for re-clection. Oklahoma
redistricting could drastically alter districts now held by
Largent and Watkins, while Wisconsin, which loses a seal, 1
likely to carve up Barrett's district. - by Mark Wegner

W RS

POLITICS
Rush Calls For Broader Powers To MNegotiate Trade Pacts
Apparently recovered from a fainting incident that left him
with a scraped cheek and bruised lip, President Bush renewed his
push today for expanded trade as a cure for recession and vowed
anew to oppose any repeal or delay of tax cuts enacted last year,
Bush opened a two-day, three-state push by reiterating his
reqguest for broader powers 10 negotiate trade pacts, suying, "I'm
confident we need 1o open up markets, not close them down.” Bush
pledged to fight any effort to roll back tax cuts approved last
year, the Associated Press reporied. "I've made up my mind - the
tax relief plan we passed, which you're now beginning to feel the
effects of, is going to be permanent,” he said, He is fraveling
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this afternoon to a feed mill in Aurera, Mo., and Tuesday 1o New
(hrleans. Senate Agriculture Chairman Harkin, who appeared with
Bush in Moline, had urged the president to make trme "o meet
with farmers, rural leaders and others” who are interested in the
sew farm bill. Harkin's letter appeared to be part of a

Democratic campaign 1o point out that Bush officials meet with
agribusiness rather than farmers. Harkin later said that Bush has
agreed to meet with him later this month to discuss the farm

bill.

T i,

POLITICS
Clinton Seeking Changes To Proposed Federal Compensation Plan
Survivors of the Sept. 11 terromist attacks and relatives of
those wha died are joining Sen. Hillary Rodham Clinton, D-N.Y,
in secking changes 1o the proposed federal compensation plan, the
Associated Press reported. The Sept. 11 Victims Compensation Fund
was created as part of 2 $15 billion airline relief package
established by Congress. It allows families to apply for federal
meoney to cover lost wages, pain and suffering, as long a3 they
agree not to sue airlines and other entities. Clinton Sunday met
with families and announced several proposed changes o
eligibility guidelines, including eliminating a requirement that
the injured seeking compensation must have received medical
treatment by noon on Sept, 12. Families of those killed i the
attacks receive an immediate payment of $50,000, and those
injured get 523,000 when their applications are processed. The
minimum award for the families of deceased is 3230,000, before
deductions. The average award is expected to be about $1.65
million. Clinton said the 24-hour rule should be removed because
many victims could not get 1o a hospital until later. The JTustice
Department's deadline for written comments on the legislaton is
Jan. 22

= o W

POLITICS
Maost State Election Officials Oppose Reform Under Consideration
A majority of state election officials oppose election reform
standards under consideration in Congress but do support
improvements in voding technology and machinery, according 1o 2
survey released today by the nonpartisan Election Reform
Information Project. "They are enthusiastic at the prospect of
federal funding for elections, but nervous about what ‘strings”
might be afizched,” Project director Doug Chapin said. More than
70 percent of top state election officials said they opposed
federal standards for recruitment and tramming, Election Day
operations and procedures, recount procedures and ballot designs,
while 58 percent also said they oppesed federal standards for how
votes are counted. But 69 percent gaid they did suppert
technology improvements, and said funding was the biggest
ohstacle o improving elections, However, slim majorities of
local officials vorced support for better training and for
procedures for counting votes and coniested elections. The House
passed an election reform bill in December. The Senate has yel o
approve a hill although a bipartisan group of key senators did
unveil a bill late last vear. The survey, conducted by Princeton
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Survey Research Associates, interviewed the chief election
official in 36 states and in 208 counties between Oct. 16-Now, 9,

e

TRANSPORTATION

America West Airlines Meets Conditions For Loan Backing
Cash-srapped America West Airlines soid today it has met the

government’s conditions to receive federal backing for a $4.29

million loan, the Associated Press reported. The deal is expected

tor he signed and the money made available by the end of the week,

the airline said. America Wesl is one of only two airlines 1o

apply for part of the $10 billion in loan guarantees approved by

Congress to help airlines following the Sept. 11 terrorist

attacks. The loan guarantees easentially make the government a

cao-signer on the company’s loan. In America West's case, the

government would agree to pay back up to 3380 million if the

airline defaults, The Air Transportation Stabilization Board

approved the federal aid Dec. 28, with the condition America West

provide assuranees it would keep down labor costs and give the

government the option of buying a third of the airline's stock at

a fixed price. Under terms of the America West deal, the

government has until 2012 to purchase nearly 18.7 million shares

at §3 apiece. So, for example, if the price rose 1o 8 a share,

the povernment could sell it and make & profit of about $94

mllion,
P

POLITICAL ROUNDUP

California. In his first major campaign appearance of the 2002
election cycle, Rep. Gary Condit, D-Calif,, reminded voters
during a Friday candidate forum of his bipartisan style of
legislating and of his seven terms representing the Central
Walley's 18th District, "T have been effective on your behalf.
And I'm going to ask you something. Pve helped you. I'm asking
you to help me in March,” Condit said, according to the Los
Angeles Times, Condit, politically damaged by his relationship
with missing federal intem Chandra Levy, faces opposition in the
March § open primary from five Democrats and four Republicans,
Reconfigured after redistricting, the 18th District is reliably
Democratic, but a Condit victery in the primary could boost GOP
state Sen, Dick Monteith in the general election, Assemblyman
Diennis Cardoza, Condit's strongest Democratic opponent, did not
altend the forum, choosing to keep a previously scheduled
campaign event. According to the Times, no one raised the issue
of Condit's relationship with Levy until the end of the 90-minute
forum, when Republican Modesto City Councilman Bill Conrad raised
the issue, drawing boos from an audience of about 150.

Michigan, Michigan Democratic Party officials are launching
another effort to alter the first-in-the-nation status given by
party rules to New Hampshire and lowa in the presidential
nominating process, State party leaders aboried an earlier
efTort, led by Sen. Carl Levin, to avoid a national convention
floor fight in 2000, But in a Jan. % letter 10 Democratic
Wational Committee members, state Democratic Chairman Mark
Brewer, National Committeewsman Debbic Dingell and Levin said
they will propose an amendment to change rules for the 2004
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cycle, the Detroit News reported. Brewer, a member of the DNC's
Rules and Bylaws Committes, will ask the panel to adopt the
Michigan amendment Saturday. He 15 likely 1o fail, but Brewer and
Dingell have pledged to carry the fight to the full DNC. "It's

waorth noting that the Republican Party's rules confer no special
status o the New Hampshire and Towa contests,” ther letter

said. "We would find 11 bath iroqie and embarrassing that on this
question, il 15 our party that enshrines anti-democratic

privilege in itz rules.”

Ohiio, Ohis Republicans are considering the elimination of
Democratic Rep. James Traficant’s Youngstown-based 17th District,
a soarrce (old the Associated Press, The state loses ane of its 19
seats through reapportionment and Democrats gre expected o lose
at Jeast one scat. Bepublicans confrol redistricting and have
considered proposals affecting Democratic Reps, Sherrod Brown,
Drennis Kucinich and Tom Sawyer. Traficant, who has pleaded
mnacent to racketeering, bribery and conspiracy charges, 15 out
of faver with House Democrats for supporting House Speaker
Hastert, but enjovs a loyal following within his district. Ghio
state Rep. Gary Cates, a Republican who chairs the Elections and
Ethics Subcommittes, today tobd CongressDaily he did not know
whether Traficant's district would be elimimated, but spid GOP
Gov. Bob Taft and party leaders could unveil 2 plan Wednesday.
While Republicans control the process, some Democratic vides will
be needed 1o enact a law in time for the state's Feb. 21 filing
deadline and May 7 primary. Traficant goes on tnal Feb. 4. A
spokesman said Traficant plans 1o seek re-election, but would
study redistricting maps before desiding where 10 run.

THE FINAL WORD

*1 asked the president, "What was so exciting™ I didn't think
it was that big of a game.”

- Ben. Tom Harkin, D-Towa, quoted by the Quad-City Times of
Davenport, lowa, at the John Deere & Co. Harvester Works plant in
East Moling, 111, where President Bush spoke the morning after
he fainted while eating pretzels and watching foothall. Bush was
watching the NFL playofl game between the Baltimore Ravens and
the Miami Dolphing, Baltimore won the game, 20-3.

g TN
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CDOENDIT

Revesz, Paul
—

e E— -
From: Russell Bernstein  (D)(6)
Sent: Monday, January 14, 2002 4:06 PM
Ta: Paul. Reveszildo. reas. gov
Subject: Fwd: 2001 Darwin &wards

Parifan

>From: "Ricardo Nuila”

=To: (b)(6)

=Subject: Fwd:2001 Darwin Awards

=Date: 14 Jan 2002 20:33:47 -0000

-

=0n Fri, 11 Jan 2002 16:11:07 -0600 "Renaud, Lindsay” wrote.

= >THis is too good not to pass on..

= >

> »» -—-0riginal Message—-

= »> From: Bhatia, Randy

> »> Sant: Friday, January 11, 2002 10:11 AM

=== To: Renaud, Lindsay

= »> Subject: FW: Fw: 2001 Darwin Awards

=

= »> you've probably seen this, but still humorous...

> >

= => 2001 THE DARWIN AWARDS

= »> I's that time again! The awards this year are classic, These

» »> gwards are given each year to bestow upon (the remains of) that individual, who through single-
minded self-sacrifice, has dene the most to remove undesirable elements from the human gene pool.
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= => 5th RUNNER-LUP
~ »» Goes to a San Anselmo, California man who died when he hit a lift tower at the Mammoth

Mountain ski area while riding down the slope on a foam pad.
= x>

» »> The 22-year old David Hubal was pronounced dead at Central Mammoth Hospital. The accident
occurred about 3a.m. the Mono County Sheriffs department said. Hubal and his fiends apparently
had hiked up a ski run called Sturnp Alley and undid some yellow foam protectors from lift towers,
said Lt Mike

> >> Donnelly of the Mammoth Lakes Police Department. The pads are used to protect skiers who
might hit towers.

>

> »> The group apparently used the pads to slide down the ski slope and Hubal crashed into a tower.
It has since been investigated and determined the tower he hit was the one with its pad removed,

o el

-

> »> 4th RUNNER-UP

> »> (Goes to Robert Puelo, 32, was apparently being disorderly in a St. Louis market. When the
clerk threatened to call the police, Puelo grabbed a hot dog, shoved it into his mouth and walked out
without paying.

-

» »> Police found him unconscious in front of the store. Paramedics removed the six-inch wiener
from his throat where it had choked him to death.

>

=

> »> 3rd RUNNER-UP

> »> Goes to poacher Marino Malerba of Spain, who shot a stag standing above him on an

gverhanging rock and was killed instantly when it fell on him.
= b

=

= »> 2nd RUNNER-UFP

= »= “Man loses face at party.” A man at a West Virginia party (probably related to the winner last
year, a man in Arkansas who used the .22 bullet to replace the fuse in his pickup truck), popped a
blasting cap into his mouth and bit down, triggering an explosion that blew off his lips, teath, and
tongue. Jerry Stromyer, 24, of Kincaid, bit the blasting cap as a prank

= > during the party late Tuesday night, said Cpl. M.D. Payne.

» »> "Another man had it in an aquarium hooked to a battery and was

> > trying to explode it." "It wouldn't go off and this guy said I'll show you how to set it off.” He put it
inta his mouth, bit down and it blew all his teeth out and his lips and tongue off, Payne said.

- el

> >> Stromyer was listed in guarded condition Wednesday with extensive facial injuries, according o
a spokesperson at Charleston Area Medical Division.

g

> »> "] just can't imagine anyone doing something like that,” Payne

= => gaid.

=

-

> => 15t RUNNER-UP

> >> Doctors at Portland University Hospital said an Oregon man shot

> >> through the skull by a hunting arrow is lucky to be alive and will be released soon from the
hospital. Tony Roberts, 25, lost his right eye last weakend during an initiation into a men's rafting
club, Mountain Men Anonymous (probably known now as Stupid Mountain Men Anonymous) in
Grant's Pass, Oregon. A friend tried to shoot a beer can off his head, but the arrow entered
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» »> Robert's right eye. Doctors said that had the arrow gone 1 millimetre to the left, @ major blood
vessel would have been cut and Roberts would have died instantly.

& 3

> »> Maurosurgeon Doctor Johnny Delashaw at the university Hospital in Portland said the armow
went through & to 10 inches of brain with the tip protruding at the rear of his skull, yet somehow
managed to miss all major blood vessels. Delashaw also said that had Roberts tried to pull the armow
out on his own he surely would have killed himself. Roberts admitted afterwards that

= »> he and his friends had been drinking that afterncon, Said Roberts, | feel so dumb about this.”
No charges have been>

= > filed, but the Josephine County district attomey’s office said the initiation stunt is under
investigation.

> 2

=

> »> Now THIS YEAR'S WINNER

> »> (The late) John Pemicky and his friend, (the late) Sal Hawkins, of the great stale of Washington,
decided to attend a local Metallica concert at the George Washington amphitheatre. Having no
tickets (but having had 18 beers between them), they thought it would be easy 1o "hop™ aver the nine
foot fence and sneak info the show.

-

> »> They pulled their pickup truck over to the fence and the plan was

> »> for Mr. Pernicky, who was 100-pounds heavier than Mr. Hawkins) to hop the fence and then
assist his friend over. Unfortunately for {the late) Mr. Pernicky, there was a 30-foot drop on the other
side of the fence. Having heaved himself aver, he found himself crashing through a tree. His fall was
abruptly halted (and broken, along with his arm) by a large

> >> branch that snagged him by his shorts. Dangling from the tree with a broken arm, he looked
down and saw some bushes below him. Possibly figuring the bushes would break his fall, he
removed his pocket knife and proceeded 1o cut away his shorts to free himself from the tree.

e

» »> Finally free, Mr. Pernicky crashed into holly bushes. The sharp

> > leaves scratched his ENTIRE body and now, without the protection of his shorts, a holly branch
penetrated his rectum. To make matters worse, on landing, his pocket knife penetrated his thigh.

> 3>

» »> Mr. Hawkins, seeing his friend in considerable pain and agony,

> >= threw him a rope and pull him to safety by tying the rope to the pickup truck and slowly driving
away. However, in his drunken haste/state, he put the truck into reverse and crashed through the
fence landing on his friend and killing him.

-

> >> Police arrived to find the crashed pickup with its driver thrown

= => 100 feet from the truck and dead at the scene from massive internal injuries. Upon moving the
truck, they found John under it half-naked, scratches on his body, a holly stick in his rectum, & knifa
in his thigh, and his shorts dangling from a tree branch 25-feet in the air,

=

» »» Congratulations gentlemen, you win...

> x>

>

a3

-

o

e amm =

=

> >

== - Par. 001> = <=
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=

=

= }itﬂiiitliiitiiililiiilllr.TlTHTHTF“\THT’HTF‘H*' o

> »This e-mail is the property of Enron Corp. and/or its relevant affiliate and may contain confidential
and privileged material for the sole use of the intended recipient (s). Any review, use, distribution or
disclosure by others is strictly prohibited. I you are not the intended recipient (or authorized to
recaive for the recipient), please contact the sender or reply to Enron Corp. at

enron.messaging administration@enron.com and delete all copies of the message. This e-mail (and
any attachments hereto) are not intended to be an offer (or an acceplance) and do not create or
evidence a binding and enforceable contract between Enron Corp. (or any of its affiliates) and the
intended recipient or any other party, and may not be relied on by anyone as the basis of a contract
by estoppel or otherwise. Thank you.

i LT R LRl g b pdad pa kot pd] - dhEAE

>Sign-UP for your FREE Backpacker Email at hitp:/fwww_backpacker.com/email
}l--iii-ii-itlillllrﬁn'r*f

=P 5. Click here to get a FREE frial issue of BACKPACKER:
http:/fwww._backpacker.com/subs/home.rhtml/I9KFO01

MSN Photos is the easiest way to share and print your photos: Click Here
<http:igo.msn.com/bgl/hmtag3 etl EN.asp>
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& GAO

e FreGouinE * Irtgiiy * Foliabilty
United States General Accounting Office
Washington, W 20548

August 16, 2001

The Honorable Joseph L Lieberman
Chalrman

Committes on Governmental Affairs
United States Senate

Dear Mr, Chairman:

This letter responds to your May 30, 2001, request that wie review the
communications between Curl Hébert, Jr., Chairman of the Federal Energy
Regulatory Commission (FERC)," and Kenneth Lay, Chairman of Enron Corporation,
who were the subjects of an article published in The New York Times on May 20,
2001, You were concerned that communications between the Chairman of FERC, an
independent federal agency, and the Chairman of Enron, an entity regulated by that
agency, may violate applicable federal crininal statutes or ethics regulations,

We conducted our work in June 2001, We interviewed witnesses who have first-hand
knowledge of the conversation refermed to in the Times article=Mr. Hébert, his Chief
of Staff, FERC's General Counsel, and Mr. Lay.

In summary, based on our review of the information we gathered and consultation
with our General Counsel, we found no evidence that either Mr. Hébert or Mr. Lay
violated criminal statutes or ethics regulations,

Communications Between Mr. Hébert and Mr. Lay
Messrs. Hébert and Lay confirmed that they had a telephone conversation in

February 2001, that Mr. Hébert asked Mr. Lay to endorse him continuing as FERC's
Chairman,” and that Mr. Lay asked Mr., Hébert about his views on what FERC's policy

' President Gearge Bush named Me. Hébert as FERC Chalrman on January 32, 2000, The President,
with the siviee and consent of the Senate, appoints all FERC commissioners to S-year terma. The
President designates one of the commissioners Do erve a8 Chairman; the designated Chairman need
not be approved by the Senate. Thus, Mr. Hébert serves as Chairman at (e President’s sulTerance and
could be replaced, withowl Senate appeoval, i§ the President desiped, i Anigiest. 7, 3001, it was
repeorted that Mr, Hébert announced his pealgnation, (o be effective at the end of Anguest 201,

* Aceording to Mr. Lay, Enron had written to the White House supporting Mr. Hébert when he was frst
appointed FERD Chairman,

GADDL-1020R Communlcations Between FERC and Emron
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should be on access to the electricity grid. Further, they both agree that they did not
discuss any matters Enron Corporation had before FERC. However, they disagree on
how the conversation about FERC's policy on access should be interpreted.

Mr. Hébert believes that Mr. Lay was atternpting to tie his support for Mr. Hébert
continuing as Chairman to a change in Mr. Hébert's position on this policy issue,

Mr. Lay said that because Mr. Hébert was pressing him for an endorsement,” he took
the opportunity to ask him about his position on access, an issue that he and

Mr. Hébert did not agree on. However, Mr. Lay said he never told Mr. Hébert that

Mr. Hébert's position on this issue was tied to his endorsement, nor did he imply any
such connection. Mr. Lay told us that during the conversation, Mr, Hébert said that
FERC was addressing some issues and that Mr. Lay would probably be happy with
the direction in which FERC was moving. This statement conflicts with Mr. Hébert's
recollection, Mr, Hébert told us that he refused to waiver on his policy.

Mr. Hébert's Chief of Staff and General Counsel wers present during all or part' of the
telephone conversation between Messrs, Hébert and Lay but heard only Mr. Hébert's
conversation. They based their characterization of the substance of the conversation
on what they heard and their subsequent conversation with Mr. Hébert. They both
agree that Mr. Hébert asked Mr. Lay to endorse him continuing as Chairman. They
further agree that they heard Mr. Hébert justify his position conceming the access
issue to Mr. Lay. In addition, they both said that after the telephone conversation,
Mr. Hébert said that he would not get Mr. Lay’s support unless he changed his
position and that he could not compromise his position.

GAD Legal Analysis

Three criminal statutes have some relevance to these circumstances, The first, 18
U.8.C. section 2011, a bribery statute, makes it a crime to give, offer, ar promise
anything of value to a public official with the intent to infleence any official act; the
statute also makes it a crime for any public official to demand, seek, receive, accept,
or agree (o receive or accept anything of value in return for being influenced in
performing any official act. The second, 18 U.S.C. section 210, makes it a crime 1o
offer or promise money or a thing of value to any person in consideration of the use
or promise to wse any influence to procure any appointive office in the 7.5,
government. The third, 18 U.5.C. section 211, makes it a crinwe to solicit or recelve
any money or thing of value in consideration of the promise of support or use of
influence in obtaining public affice,

Additionally, there are ethics regulations to which all executive branch employees
must adhere, Executive Order 12674 specifically states that an employee shall not
solicit or accept any gift or item of monetary value from a persen or entity seeldng
official action from, or conducting activities regulated by, the emploves's agency.

The executive order further specifies that employees shall not use public office for

* According to Mr. Lay, Mr. Hébert cxpressed concemn about the possibility that Pat Wood weould be
appointed to replace him as Chairman, Mr, Lay vold ws that in Febrary, nomors were cirewlating that
President Bush might appolnt by, Wood to serve & a FERC commissioner and that the President
might desigmate Mr. Wood to replace Mr, Hébert a8 Chatrman, Mre. Wood was nominated as a
commissiones by the President on April 30 and confirmed by the Senate on May 25.

' FERCs General Counsel said that sometine after February B, 2000, he was summaned to

Mlr. Hébert's affice whene Mr. Hébert was already engaged in a telephone canversation with Mr, Lay.

o GAD0L-1020E Cammundeations Between FERC and Enron
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private gain, and that employees shall act impartially and not give preferential
treatment to any private organization or individual, The Office of Government Ethics
has promulgated Standards of Ethical Conduct to which all executive branch
employees are required to adhere.” These standards repeat that employees shall not
use public office for private gain, shall act impartially, and shall not give preferential
treatment W any private organization or individual.” Moreover, FERC has issued
regulations that supplement the Office of Government Ethics’ standards. In general,
FERC employees with decisionmaking responsibilities are prohibited from having off-
the-record (i.e., ex parte ) communications relevant to the merits (i.e., capable of
affecting the outeome of or influencing a decision) of a contested on-the-record
proceeding. However, FERC's regulations specifically exclude from their definition
of prohibited off-the-record communications, any relevant communications with
respect to general background or broad policy discussions involving an industry
FERC regulates, where the discussion occurs outside the context of any particular
proceeding and does not affect the specific merits of the proceeding. Significantly,
the regulations state that it is FERC's policy to encourage the publie, Including those
subject to regnlation by FERC, to submil suggestions, comments, or proposals
concerning substantial prospective regulatory policy 1ssues. This policy is intended
to serve as a means of advising FERC of potential significant issues and problems
that may come belore it during its activities,

Regardless of who initiated the discussion concerning open access, it does not appear
that any of the eriminal statutes summarized above were violated. All three statutes
require that money or a “thing of value™ be offered or solicited in returmn for something
else. The only thing that may have been sought or offered here was Mr. Lay's political
support for Mr. Hébert continuing as Chairman. Although the courts interpret the
term thing of value broadly to include both tangibles and intangibles, our review of
case law found no support for the proposition that mere political support may be
considered a thing of value for purposes of the relevant criminal statutes.

Moreover, under the plain language of each of the above-referenced criminal statutes,
the offer of a thing of value must be tied to an expectation of a corresponding action
by Uhe odher party, That is, there must be an expected quid pro quo, a specific intent
to give or recelve something of value in exchange for an official act. Here, there is no
evidence that such an exchange was contemplated, and Mr. Lay specifically said that
he did not tie his support to Mr. Hébert changing his position on access. When

Mr. Hébert asked for Mr. Lay's endorsement, it was not unreasonable for Mr. Lay to
ascertain whether the Chairman would take a position that would be to Enron's
advantage. Mr. Lay wanted the Chalrman to take 2 position in favor of making open
access mandatory, According to Mr. Habert, when he said that he would not support
mandatory open access, Mr. Lay said that he would not support Mr. Hébert
continuing as Chairman. In fact, after Messrs. Lay and Hébert discussed open access,
neither party was willing to budge from his own position, and neither party offered to
use his influence for the benefit of the other. Thus, there was no exchange or offer Lo
exchange something of value for some action or influence by the recipient.

"HOFPR § 26G35.101 pd seq,
“5OFR §§ 263510100007}, (8), and 26356, 702

a3 GAD-01-1020R Communications Beiween FERC and Enron
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The essence of the above-referenced regulations is that government employees may
not use their public offices for private gain, and government employecs must act
impartially and not glve preferential treatment to any private organization or
individual. Even though Mr. Hébert asked Mr. Lay for his support, there is simply no
evidence that he used his public office to obtain that support or that he offered to
give preferential treatment to Enron. To the contrary, Mr. Hébert refused to change
his position on access even though that refusal might have cost him Mr. Lay's
support.

In addition, as stated previously, FERC's regulations explicitly encourage parties
regulated by FERC to submit suggestions, comments, or proposals conceming
substantial prospective regulatory policy issues as a means of advising FERC of
potential significant issues and problems. Thus, discussion of important policy issues
such as access to the electrical transmission grid by representatives of companies
like Enron is specifically encouraged as a matter of policy under FERC's regulations,
The only restraint imposed by FERC's regulations is that FERC decisionmakers may
not have ex parte discussions relevant to the merits of contested on-the-record
proceedings pending before FERC with parties to those proceedings. Here, both

Mr. Lay and Mr. Hébert specifically sald that while Enron had some matters before
the FERC, they did not talk about those matters. This was confirmed by our
interviews with the other individuals who were present when the conversation took
place. Thus, the FERC rules on ex parte communications were not violated.

Conclusion

On the basis of information obtained in the interviews and a review of the statutes
and regulations previously discussed, we found no evidence that applicable federal
criminal statutes or ethics regulations were violated. There is no evidence that the
Chairman attempted to use his public office for private gain, acted other than
impartiatly, or offered preferential treatment to Mr, Lay and Enron. Likewise, there is
no evidence that Mr. Lay offered a thing of value to Mr. Hébert, the FERC Chairman,
as that term has been interpreted by the courts on similar issues,

As arranged with your office, unless you announce its contents earlier, we plan no
further distribution of this letter until 30 days after the date of the letter. At that time,
we will send copies of the letter to interested congressional committees amd the
Chairman of FERC., We will also make copies available to others on reguest

4 GAGD- 10208 Communications Between FERC and Enron
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The letter will also be available al www gaogov, If you have any questions, please
call me at (202) 512-7455 or Director Ronald Malfi at (202) 612-6722, Senior Analyst
Shelia James, Senior Attorney Peter lannicelli, and Assistant General Counsel Robert
Cramer made key contabutions to this letter.

Sincerely yours,

P

Robert H. Hast
Managing Director
Offiee of Special Investigations

{ GIEDE)
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